
Directory of Tailored/Standard Audit
Programs and Supplemental Materials

1 October 1999

Tailored Audit Programs:

Version No.
File Name and Date Program Description

TAP 3.0, 7/95

Tailored Audit Programs for:
1. Price Proposal Audits and
2. Contract Closing Audits, including:
  a. Contract Audit Closing Statements
  b. (prime contracts),
  c. Final Audit Reports (subcontracts), and
  d. Final Price Determinations.

Audit Programs:

Version No.
File Name and Date Program Description

AP210UN5 3.1, 10/98 Audit Program for Price Proposals Under $5 Million (including
Supervisor Risk Assessment form -- DCAAF 7640-36)

APACTG 2.5, 10/99 Audit Program for Control Environment and Overall Accounting
Controls

ICM-ACTG 3.0, 7/99 Internal Control Matrix -- Audit Program for Control
Environment and Overall Accounting Controls

APADEQ 3.1, 4/98 Audit Program for CAS Disclosure Statement Adequacy and/or
Compliance Audits

APBILL 4.9, 10/99 Audit Program for Billing System Controls

ICM-BILL 3.0, 7/99 Internal Control Matrix -- Audit Program for Billing System
Controls

APBUDGET 2.4, 10/99 Audit Program for Planning and Budget System Controls
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ICM-BDGT 3.0, 7/99 Internal Control Matrix -- Audit Program for Planning and
Budget System Controls

APCAS403 3.2, 4/98 Audit Program for Cost Accounting Standard No. 403,
Allocation of Home Office Expenses to Segments

APCAS404 3.4, 5/98 Audit Program for Cost Accounting Standard No. 404,
Capitalization of Tangible Assets

APCAS407 3.1, 4/98 Audit Program for Cost Accounting Standard No. 407, Use of
Standard Costs For Direct Material and Direct Labor

APCAS408 3.1, 4/98 Audit Program for Cost Accounting Standard No. 408,
Accounting for Costs of Compensated Personal Absence

APCAS409 3.2, 5/98 Audit Program for Cost Accounting Standard No. 409,
Depreciation of Tangible Capital Assets

APCAS410 3.1, 4/98
Audit Program for Cost Accounting Standard No. 410,
Allocation of Business Unit General and Administrative
Expenses to Final Cost Objectives

APCAS411 3.1, 4/98 Audit Program for Cost Accounting Standard No. 411,
Accounting for Acquisition Costs of Material

APCAS414 3.1, 4/98 Audit Program for Cost Accounting Standard No. 414, Cost of
Money as an Element of the Cost of Facilities Capital

APCAS415 3.1, 4/98 Audit Program for Cost Accounting Standard No. 415,
Accounting for the Cost of Deferred Compensation

APCAS417 3.1, 4/98
Audit Program for Cost Accounting Standard No. 417, Cost of
Money as an Element of the Cost of Capital Assets Under
Construction

APCAS418 3.1, 4/98 Audit Program for Cost Accounting Standard No. 418,
Allocation of Direct and Indirect Costs

APCAS420 3.1, 4/98
Audit Program for Cost Accounting Standard No. 420,
Accounting for Independent Research and Development Costs
and Bid and Proposal Costs

APCIC 1.1, 10/99 Audit Program for Concurrent Audit of Incurred Costs

APCICApp 1.0, 10/98 Concurrent Audit of Incurred Costs - Audit Areas Matrixed to
the MAARs, [EXCEL] Appendix to APCIC

APCLAIM2 1.4, 10/99 Audit Program for Equitable Adjustment Proposal or Claim

APCNSULT 4.2, 1/99 Audit Program for Consultant and Professional Service Costs

APCOMP 2.3, 10/99 Audit Program for Compensation Controls

ICM-COMP 3.0, 7/99 Internal Control Matrix -- Audit Program for Compensation
Controls

APCOSTRE 2.1, 4/98 Audit Program for Evaluation of Cost Realism in Price Proposals

APDELAY 3.4, 10/99 Audit Program for Delay/Disruption Submissions

APEDPG 2.4, 10/99 Audit Program for EDP General Controls

ICM-EDPG 3.0, 7/99 Internal Control Matrix -- Audit Program for EDP General
Controls

APENSION 2.1, 4/98 Audit Program for Pension Audits

APESTG 2.7, 10/99 Audit Program for Estimating System Controls

ICM-ESTG 3.0, 7/99 Internal Control Matrix -- Audit Program for Estimating System
Controls
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APEVMSC 1.0, 4/98
Audit Program for EVMSC Surveillance and Review of
Contractor's Compliance with DoD Contract Management
Systems Reporting Requirements

APFINCAP 2.4, 4/99 Audit Program for Financial Capability Audits

APIMPACT 2.2, 10/99 Audit Program for CAS Impact Proposal Evaluations

APINDR 2.6, 10/99 Audit Program for Indirect and Other Direct Cost Controls

ICM-INDR 3.0, 7/99 Internal Control Matrix -- Audit Program for Indirect and Other
Direct Cost Controls

APINSURE 2.0, 12/95 Audit Program for Insurance Costs

APIRATES 3.4, 10/99 Audit Program for Audit of Forward Pricing Rates and Factors

APLABOR 4.5, 10/99 Audit Program for Labor Accounting Controls

ICM-LABR 3.0, 7/99 Internal Control Matrix -- Audit Program for Labor Accounting
Controls

APLABRCK 2.5, 10/99 Audit Program for Labor Interview/Floorcheck

APLABRCK-NM 1.2, 10/99 Audit Program for Labor Floorcheck for Nonmajor Contractor

APMMAS 5.5, 10/99 Audit Program for Material Management and Accounting
Systems (MMAS) Controls

ICM-MMAS 3.0, 7/99 Internal Control Matrix -- Audit program for Material
Management and Accounting Systems (MMAS) Controls

APNONCOM 1.1, 4/98 Audit Program for Reporting Noncompliance with Disclosed Or
Established Practices, CAS or FAR

APOVER70 4.8, 10/99 Audit Program for Incurred Costs at Major Contractor Locations

APPAYCOS 3.2, 7/98 Audit Program for Progress Payments Based On Cost Incurred

APPAYFLX 2.1, 4/98 Audit Program for Flexible Progress Payment Proposals

APPAYPCT 2.2, 7/98 Audit Program for Progress Payments Based on Percentage or
Stage of Completion

APPOST 3.4, 10/98 Audit Program for Post Award Audits

APPURC 2.4, 10/99 Audit Program for Purchasing Controls

ICM-PURC 3.0, 7/99 Internal Control Matrix -- Audit Program for Purchasing
Controls

APQLOP 2.1, 7/98 Audit Program for Review of the Quarterly Limitation On
Payments (QLOP) Statement

APTERM 2.1, 4/98 Audit Program for Termination Settlement Proposals

NMAPINCR 2.5, 10/99 Audit Program for Annual Incurred Cost Audits at Nonmajor
Contractors

NMAPSYS 3.3, 7/98 Audit Program for Preaward Surveys and Accounting System
Surveys at Nonmajor Contractors

AUPDSCA 1.4, 10/99 Program for Application of Agreed-Upon Procedures to
Contractor's Certification and Agreement with DSCA

JNTCIPRPEN 1.1, 7/98
Defense Logistics Agency (DLA) And Defense Contract Audit
Agency (DCAA) Contractor Insurance/Pension Review Program
for Incurred Pension Cost

JNTCIPRSEG 1.0, 2/98 Joint Review Program for Segment Closings, Curtailment of
Benefits and Plan Terminations
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Pro Forma Audit Report and Report Shells in Word:

Version No.
File Name and Date Program Description

10150RPT 1.2, 7/99 Major Incurred Cost Audit Report (APOVER70) (APCIC)

10250RPT 1.3, 7/99 Non-major Incurred Cost Audit Report (NMARINCR)

10310RPT 1.3, 10/99 Floor Check Audit Report (APLABRCK-NM)

11010RPT 1.1, 7/99 Billing System Internal Controls Audit Report (APBILL)

11020RPT 1.1, 7/99 Budget and Planning System Internal Controls Audit Report
(APBUDGET)

11070RPT 1.1, 7/99 Accounting System Controls Audit Report (APACTG)

11510RPT 1.1, 7/99 Electronic Data Processing System Internal Controls Audit
Report (APEDPG)

12030RPT 1.1, 7/99 Purchasing Systems Audit Report (APPURC)

12110RPT 1.1, 7/99 Consultant Activities Audit Report (APCNSLT)

12500RPT 1.1, 7/99 Material Management and Accounting Systems Internal
Controls Audit Report (MMAS)

13010RPT 1.1, 7/99 Labor Accounting System Internal Controls Audit Report
(APLABOR)

13020RPT 1.1, 7/99 Compensation System Internal Controls Audit Report
(APCOMP)

133RPT 2.1, 7/99
Compliance with Requirements Applicable to Major
Program(s) and on Internal Control Over Compliance in
Accordance with OMB Circular A-133

13500RPT 1.1, 7/99 Labor Cost Charging and Allocation Systems Audit Report
(APLABRCK)

14410RPT 1.1, 7/99 Incurred Pension Costs Audit Report (JTCIPRPEN)

14980RPT 1.3, 10/99 Indirect and Other Direct Cost Audit Report (APINDR)

15400RPT 1.2, 7/99 Contract Audit Closing Statement

15600RPT 1.2, 7/99 Limitation of Payments Audit Report (APQLOP)

17100RPT 1.2, 7/99 Termination for Convenience Audit Report (APTERM)

17200RPT 1.2, 7/99 Delay Claim Audit Report (APDELAY) Equitable
Adjustment Claim Audit Report (APCLAIM2)

17500RPT 1.2, 7/99 Progress Payment Audit Report (APPAYCOS) (APPAYFLX)
(APPAYPCT)

17600RPT 1.2, 7/99 Financial Capability Audit Report ((APFINCAP)

17740RPT 1.1, 7/99 Preaward Accounting System Audit Report (NMAPSYS)

17750RPT 1.2, 7/99 Earned Value Management Systems Audit Report
(APEVMSC)

179AGREED 2.2, 10/99 Proforma Application of Agreed-Upon Procedures Report
(Other Than Price Proposal)

179DSCA 1.5, 7/99 Application of Agreed-Upon Procedures Report for DSCA
(AUPDSCA)
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19100RPT 1.1, 7/99 Adequacy and Compliance of Disclosure Statement Revision
Audit Report (APADEQ)

19200RPT 1.1, 7/99 Noncompliance with Cost Accounting Standards 4XX Audit
Report (APNONCOM)

194## RPT 1.1, 7/99

Compliance with Cost Accounting Standard(s) 4## Audit
Report (APCAS403, APCAS404, APCAS407, APCAS408,
APCAS409, APCAS410, APCAS411, APCAS414,
APCAS415, APCAS416, APCAS417, APCAS418,
APCAS420)

19413RPT 1.1, 7/99 Adjustment of Pension Cost (CAS 413.50(c)(12)) Audit
Report (JTCIPRSEG)

19500RPT 1.1, 7/99 Cost Impact Audit Report (APIMPACT)

21000RPT 1.2, 7/99 (Small) Price Proposal Audit Report (AP210UN5) (Large)
Price Proposal Audit Report (TAPS)

23000RPT 1.3, 7/99 Forward Pricing Rate Agreement Audit Report (APIRATES)

24010RPT 1.2, 10/99 Report on Estimating System Survey (APESTG)

27000RPT 1.2, 7/99 Specified Cost Element(s) Audit Report

28000RPT 1.4, 10/99 Agreed-Upon Procedures Report Cost Realism Report
(APCOSTRE)

42000RPT 1.2, 7/99 Postaward Audit Report (APPOST)

Other Guidance:

Version No.
File Name and Date Program Description

ADEQUACY 2.2, 7/98 Criteria for Adequate Contract Pricing Proposals

DB-letters 1.0, 1/99 Proforma Direct Billing Letters

DCAAF2000 4/98 DCAAF 2000, Suspected Irregularity Referral Form

ESVAP 3.1, 10/97 Estimating System Vulnerability Assessment Procedure

FAR-COST 2.3, 1/99 FAR Cost Principle Assessment

ICAPS 2.1, 1/97

Internal Control Assessment Planning Summary (ICAPS)
Sheets for Accounting, Billing, Planning & Budgeting,
Compensation, Estimating, General EDP Controls,
Indirect/Other Direct Costs, Labor, Material (2 pages), and
Purchasing.

ILLDELAY 2.0, 7/97 Illustration of Effects of Substituted Work on Unabsorbed
Overhead

NMLTR 2.1, 10/97 Sample letter for Requesting Contractor Submission of Incurred
Cost Proposals

NM-MAARS 2.3, 4/98 Nonmajor contractor MAARs Control Log and Initial Analysis
of Contractor Incurred Cost Proposal

SHORTICQ 2.2, 10/98
Survey of Contractor's Organization, Accounting System, and
System of Internal Controls (contractors having between $5 and
$70 million ADV)

SHORTVAP 2.0, 12/95 Vulnerability Assessment Procedure (contractors having
between $5 and $70 million ADV)
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QA-CKLST 4.2, 7/99 Audit Report Quality Review Sheet

Open this portion of the document in Word (28 KB)
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Open this portion of the document in Word (27.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

DCAA Audit Programs

1 July 1999

Audit Programs

AP210UN5

Audit Program for Price Proposal Under $5 Million
(Including Supervisor Risk Assessment Form -- DCAAF 7640-36

Version 3.1
1 October 1998

(Facsimile -- DCAA Form 7640-36)

The supervisor should review the proposal in sufficient detail to complete the summary below. The proposal
review and summary will be used to make a preliminary adequacy determination and scope the assignment based
on risk assessment and materiality.

A. Supervisor's Risk Assessment/Audit Scope Contract Type _______________

Element of Cost
Proposed
Amount

(000)
Scope of Review(1) Basis for Scope/Initial Instructions

Direct Labor $______
Rates _______ __________________
Hours _______ __________________
Indirect
Overhead _______ _______ __________________
GA _______ _______ __________________
Cost of Money _______ _______ __________________
Material _______ _______ __________________
Subcontract _______ _______ __________________

DCAA Audit Programs; 1 July 1999
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Interdivisional _______ _______ __________________
ODC _______ _______ __________________
_______ _______ _______ __________________
_______ _______ _______ __________________
_______ _______ _______ __________________
Profit/Fee _______ _______ __________________
Total $______

(1) Use -- None, Partial, Detailed. Basis for scope of review and initial instructions should be documented
in sufficient detail so that the audit program may be tailored as necessary.

1.  

Budget_______________ Due date to Supervisor______________

B. Additional and Interim Instructions. Use additional sheets if necessary.

Supervisor's Signature/date _______________________
Auditor's Signature/date __________________________

1.  

1.  

Defense Contract Audit Agency

Audit Program for Price Proposals Under $5 Million

Contractor's Name: ______________________________

Assignment Number: _____________________________

Field Audit Office: _______________________________

Date Assigned: ____________________ ___________________________

Auditor Assigned: __________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

If this is a subcontract proposal, determine whether the prime contract pricing action has been awarded.
When the contract instrument is fixed-price with no downward adjustment clause, the Government derives no
benefit from either prime or subcontractor audits performed after negotiation of the prime contract. If the
auditor becomes aware that a requested preaward audit pertains to a fixed-price contract already negotiated by
a DoD or non-DoD agency, the auditor should advise the requestor that an audit is inappropriate unless a
recapture clause has been included in the contract. In those instances in which the contracting officer insists
on an audit even though the contract has been awarded on a fixed-price basis and does not contain a
recapture clause, the effort should be accomplished as a review for potential defective pricing in accordance
with 10 USC 2306 (a).

A Purpose and Scope
1. Purpose. To provide procedures for the audit of all price proposals under $5 Million. This
program is intended to provide a logical sequence to the audit effort and to reflect a mutual
understanding between the auditor and the supervisor as to the scope required to meet auditing
standards and DCAA objectives for the current assignment. The audit steps in the program are

1.  

1.  
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intended as general guidance and should be modified as considered necessary to fit the current audit

2. Scope. The following audit steps selected for completion or added as necessary represent a
determination of requirements based on audit judgment, the supervisor's risk assessment (DCAA
Form 7640-36), and specific contracting officer requirements.

2.  

B. References:
1. CAM Chapter 9, Review of Cost Estimates an Price Proposals1.  

2. CAM 7-1800, Joint Ventures, Teaming Arrangements, and Special Business Units (SBUs)2.  

3. DCAAP 7641.91, Quantitative Methods for Auditors3.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Steps:
1. Review audit request for scope limitations or
special requirements.

1.  

2. Determine if a technical review is being
performed and if results will be available.

2.  

3. Review the proposal package for adequacy.3.  

4. Determine if proposal will require access to
classified data. Check DD Form 254.

4.  

5. When appropriate, review permanent files
and prior reviews to obtain background
information.

5.  

6. Conduct an entrance conference with
responsible contractor personnel to obtain:

a. Required supporting data.1.  

b. Actual and committed cost if contract
has begun.

2.  

c. Written consent for release of report
to prime contractor if subcontractor
proposal.

3.  

6.  

7. Determine if contractor is CAS-covered.7.  

8. If the organization under audit is a joint
venture, teaming arrangement, or contractor
wholly-owned subsidiary or division, read
CAM 7-1800.

a. Determine the need for a CAS
Disclosure Statement in accordance
with CAM 7-1810.

1.  

b. Determine the actual relationship
between the contracting organizations
using the criteria in CAM 7-1807.

2.  

c. Determine if the contractor is
proposing to and/or is accumulating

3.  

8.  

1.  
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and allocating costs consistent with the
actual relationship, e.g., if the actual
relationship more closely resembles
that of a prime contractor/
subcontractor then costs should be
allocated consistent with this type
of relationship.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Steps:
1. Direct Labor

a. Direct Labor Rates1.  

1.  

1.  

[Note: If audit recommended rates for the
proposed period are available for
significant labor classifications, no
rate review is required. Perform the
following audit steps when
appropriate.]

(1) If agreed to or FPRA rates exist,
check for proper application.

1.  

(2) For significant labor classifications,
compare proposed base labor rates
to current actual rates and analyze
major variances.

2.  

(3) Ensure that proposed rates are
consistent with established/
disclosed practices. Determine if
labor is classified consistently
between direct and indirect.
(CAS 401/FAR 31.201-1 and
31.203(d) and CAS 402/FAR
31.202 and 31.203(a))

3.  

(4) Evaluate escalation.4.  

(5) Evaluate midpoint of effort.5.  

(6) Additional audit steps -- describe.6.  

b. Direct Labor Hours1.  

[Note: Review significant labor hours if
(i) pertinent historical data is available
and
(ii) a technical review is not available
or is considered inadequate.]

(1) If a review of labor hours is1.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/001/0048Z001DOC.HTM (4 of 9) [11/19/1999 3:22:13 PM]



required:

(a) Review basis of proposed
hours.

1.  

(b) Review pertinent historical
data.

2.  

(2) Considering audit risk, request
specific technical assistance
when required.

2.  

(3) Additional audit steps -- describe.3.  

c. Summarize audit results, including
results of CAS and FAR
compliance audit steps.

1.  

2. Indirect Costs (Overhead, GA, Fringe, COM)1.  

[Note: If audit recommended rates for the
proposed period are available for
significant indirect classifications,
no rate review is required.]

a. Perform the following audit steps, if
appropriate:

(1) If agreed to or FPRA rates exist,
check for proper application.

1.  

(2) For significant indirect pools,
compare proposed rates to prior
year(s) rates and year-to-date
experience and analyze major

2.  

(3) Determine if the proposed rate
structure is the same as the
indirect rate structure used to
accumulate actual costs.
(CAS 401/FAR 31.210-1 and
31.203(d))

3.  

(4) Ensure that the proposed rate
periods coincide with the
contractor's fiscal years
(CAS 406/FAR 31.203(e)).
(See CAM 8-406.1 and 6-605 for
exceptions to the fiscal period.)

4.  

(5) Determine that forecast considers
volume changes and unallowable
cost (CAS 405/FAR 31.201-6).

5.  

(6) Review the proposed COM rates
and factors to determine whether
the correct bases and rates have
been used.

6.  

(7) Additional audit steps -- describe.7.  

1.  
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b. Summarize audit results, including results
of CAS and FAR compliance audit steps.

2.  

3. Material1.  

[Note: Consider materiality of each type of
proposed material (raw material,
purchased parts, additive factors, etc.).
If insignificant, no review is necessary.]

a. For each significant type of proposed
material costs, perform the following
steps if appropriate. Add audit steps
if required.

(1) Pricing

(a) Evaluate the estimates for
high dollar items using
available sources (purchase
order history, vendor quotes,
inventory prices, DRI indices,
decrement factors, pricing
factors, etc.)

1.  

(b) If low value items are a
significant portion of proposal
material costs, sample and
evaluate using the sources
identified in (a) above.

2.  

(c) If statistical sampling is not
used, explain why?
(CAM 4-605a)

3.  

(d) If statistical sampling is used,
design a sampling plan. Your
plan should
(i) clearly state the audit
objective,
(ii) describe the universe,
(iii) describe sampling frame,
(iv) reconcile universe with
sampling frame,
(v) select sampling approach,
(vi) develop reliability goals,
(vii) establish sample size,
(viii) describe sample selection
method, and
(ix) identify software program
to evaluate the sample.
(CAM Appendix B and
DCAAP 7641.91)

4.  

1.  

(2) Requirements2.  

1.  
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(a) Review material requirements if:
(i) pertinent historical data is
available, and
(ii) a technical review is not
available or is considered
inadequate.

1.  

(b) If a review of material
requirements is necessary, trace
a sample of the items tested in
the price review above to the
appropriate source document.

2.  

(3) Additive Factors (scrap, rework,
spoilage)

(a) If audit recommended factors
are available, no factor
review is required.

1.  

(b) If audit recommended factors
are not available, evaluate
proposed factors using
historical data.

2.  

3.  

(4) Additional audit steps -- describe.4.  

b. Summarize audit results.2.  

4. Subcontracts and Interdivisional Work Orders

a. Evaluate proposed subcontracts and
interdivisional work orders using the
following steps as appropriate. Add
audit steps if required.

(1) Determine adequacy of contractor
justification for competitive
subcontracts.

1.  

(2) For sole source subcontracts:

(a) Review contractor cost or
price analyses of subcontract
proposals.

1.  

(b) If a price analysis is required
but it is inadequate or not
available, consider historical
decrement factors.

2.  

(c) If a required cost analysis is
inadequate or not available
and the subcontract cannot be
evaluated by other techniques
(other current or historical
data), an assist audit should
be coordinated/requested.

3.  

2.  

(3) Evaluate significant make-or-buy3.  

1.  

1.  
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changes.

(4) If interdivisional effort is significant,
review contractor's supporting data.
If the interdivisional effort cannot
be evaluated by other techniques,
request and assist audit.

4.  

(5) Additional audit steps -- describe.5.  

b. Summarize audit results.2.  

5. Other Direct Costs2.  

[Note: Consider materiality of individual
ODC items (travel, reproduction
services, consultants, etc.). If
insignificant, no review is
necessary.]

a. Pricing1.  

[Note: Evaluate contractor estimates by
selectively testing as appropriate.]

b. Requirements

(1) Review ODC requirements if:
(i) pertinent historical data is
available, and
(ii) a technical review is not
available or is considered
inadequate.

1.  

(2) If a review is performed, evaluate
contractor rationale for the
requirement

2.  

(3) Additional audit steps -- describe.3.  

1.  

c. Summarize audit results.2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps:
1. Discuss audit findings with supervisor.1.  

2. Conduct exit conference with contractor and
document results.

2.  

3. Draft audit report incorporating results of
technical review if appropriate. Prepare a
separate CAS noncompliance report if
applicable.

3.  

4. Provide verbal results to requester if
required.

4.  

1.  
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5. Complete administrative working papers.5.  

Next Section

Open this portion of the document in Word (27.5 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/001/0048Z001DOC.HTM (9 of 9) [11/19/1999 3:22:13 PM]

http://web.deskbook.osd.mil/data/0048Z001DOC.DOC
http://web.deskbook.osd.mil/data/0048Z001DOC.DOC


Open this portion of the document in Word (74 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APACTG

Audit Program for Control Environment and Overall Accounting
Controls

Version 2.4
1 July 1998

Defense Contract Audit Agency
Audit Program for Reviewing and Reporting on the

Contractors Control Environment and Overall Accounting
Controls

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

A. Purpose and Scope1.  

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractor's Control Environment and Overall Accounting
Controls, including both manual and computerized activities to plan related contract audit effort. This
requires that the auditor assess the adequacy of the contractor's accounting policies and procedures,
whether they have been implemented, and if they are working effectively.

1.  

Document the understanding of the Control Environment and the Overall Accounting Controls in
working papers and permanent files (see CAM 5-100).

2.  

Test the operational effectiveness of the Accounting System internal controls.3.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.4.  

Report on the understanding of the internal control structure and assessment of control risk and the
adequacy of the system for government contracts.

5.  

2.  

This audit program is limited to the review of the Control Environment and the Overall Accounting
Controls for major contractors, nonmajor contractors where the system is considered significant, and
contractors with substantial negotiated firm-fixed price contracts. Only those controls directly related to the
contractor's Overall Accounting System, as defined below, will be audited under this assignment. Controls
for interrelated audit concerns regarding the adequacy of the contractor's major accounting subsystems (i.e.,

3.  
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Labor, MMAS, Indirect & ODC, etc.) will be audited under separate assignments. While the controls for
these areas are not part of this audit, the results of all audits of these interrelated controls must be
considered in forming an overall audit conclusion on the Overall Accounting System. The results of this
audit should also be commented on in reports on related audit areas.

When performing an update or follow-up review, the audit steps below should be adjusted and tailored
accordingly. To the extent possible, prior audit effort should be used as a basis for validating the
contractor's internal control.

4.  

Before beginning this review, the auditor should inquire about internal control reviews performed by the
contractor or its external auditors relating to this audit area. In those cases where internal or external
reviews have been performed, the auditor should follow guidance contained in CAM 4-1000, Reliance on
the Work of Others.

5.  

Before performing any review of internal controls, the auditor should determine that the system
contemplated for review is material to the Government. Once it is determined that the system is material to
the Government, the auditor should reassess the materiality of each section in the internal control audit
program before performing any audit steps in that section. The scope of any audit depends on individual
circumstances. The auditor is expected to exercise professional judgment, considering vulnerability and
materiality, in deciding the scope of audit to be performed.

6.  

The internal control matrix (see Attachment 1) shows the interrelationships among the control objectives,
control activities, and audit procedures used in this audit program. The control objectives and the audit
procedures have been fully integrated into this audit program; therefore, the matrix is not needed unless it is
desirable to see the associated control activities and the interrelationships in a matrix format.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Preliminary Audit Effort1.  

1. Research and Planning

a. Review and become familiar with
applicable sections of CAM 5-300
and recent Headquarters guidance
not incorporated in the CAM.

1.  

b. Review the extent and results of the
contractor's self-governance activities,
internal and external audits, coordinated
audits, etc., related to the Overall
Accounting Controls. Where internal
or external audits have been performed,
the auditor should follow the guidance
contained in CAM 4-1000, Reliance on
the Work of Others. Document your
review

2.  

c. Review the permanent file for:

(1) Existence of contractor
accounting system policies
and procedures.

1.  

(2) Organization charts depicting the2.  

3.  

2.  
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functional areas responsible for
the processing of accounting related
data.

(3) Financial system flowcharts,
providing a pictorial overview of
all manual and computerized
processing steps.

3.  

(4) Information Systems documentation:

(a) Pertinent record layouts of
files created and or used
during the processing of
accounting related
transactions.

1.  

(b) Source documents.2.  

(c) Information on the conversion
of documents to computer
media.

3.  

(d) Subsidiary or master files
affected by the system.

4.  

(e) Relevant reports, journals, and
ledgers produced in the flow
of information to the financial
related reports.

5.  

4.  

(5) Employee awareness training
programs.

5.  

(6) Listings of current government
contracts.

6.  

(7) Past Control Environment and
Overall Accounting Control audit
results and Internal Control Audit
Planning Summaries (ICAPS)
including any corrective actions
taken.

7.  

(8) Audit lead sheets.8.  

(9) The results of any other audits that
may impact this review.

9.  

(10) Update the permanent file copy of
"Survey of Control Environment
and Overall Accounting Controls"
(Attachment 2) as appropriate.

10.  

d. Discuss the planned review of the
Control Environment and the Overall
Accounting Controls with the
administrative contracting officer and,
if appropriate, other customers in order
to identify, understand, and document

4.  
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their concerns and obtain feedback on
areas they would like reviewed.

e. In planning and performing the
audit, consider fraud risk
indicators specific to the type
of audit being performed.
Examples of fraud risk
indicators for the subject audit
area are contained in the
following sources:

Handbook on Fraud
Indicators for Contract
Auditors, Section II.4
(IDGH 7600.3, APO
March 31, 1993)

1.  

CAM Figure 4-7-32.  

5.  

Throughout the course of the audit,
document any identified risk indicators
and your response/actions to the
identified risks. If no additional audit
steps are required or no risk indicators
are identified, document this in the
audit program or working papers.

6.  

2. Entrance Conference and Preparation

a. Prepare a written memorandum to the
contractor to arrange an entrance
conference, covering the areas highlighted
in CAM 4-302 and any specific data or
pertinent information not yet provided.

1.  

b. Conduct an entrance conference as
outlined in CAM 4-302, with
particular emphasis on:

(1) Requesting the contractor to provide,
if applicable (see step E.4.), a
demonstration of the overall
accounting system transaction flow
including data input, data processing,
data output, and related internal
controls.

1.  

(2) Any changes in the accounting
system processing job stream since
the last review.

2.  

(3) The contractor's monitoring process
to ensure that established manual
and computerized controls are
functioning as intended.

3.  

(4) Any identified weaknesses which4.  

2.  

1.  
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may have been reported and related
follow-up actions taken.

3. Initial Risk Assessment

a. Analyze pertinent information extracted
from the permanent file and data provided
by the contractor at the entrance
conference to determine if any additional
clarification is required at this time.

1.  

b. Determine the accounting process
employed by the contractor and to what
degree a computerized system is used.

2.  

c. Perform a high level cursory review to
determine if the following exist:

(1) A functional organization with
defined organizational
responsibilities.

1.  

(2) A written description of the work
flow in the accounting process.

2.  

(3) Policies and procedures for
effectively controlling the process.

3.  

3.  

d. Based on the contractor's assertions and
the information obtained from other
relevant sources, prepare a preliminary
audit risk assessment to identify those
control areas requiring further audit effort.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Control Environment Objectives1.  

The control environment sets the tone of an
organization, influencing the control consciousness
of its people. It is the foundation for all other
components of internal control, providing discipline
and structure. The auditor should obtain sufficient
knowledge of the control environment to determine
the impact that it may have on the overall effectiveness
of the contractor's system of internal controls. Control
environment primary control objectives and examples
of control activities are provided in Attachment 1
(ICM-ACTG). The following audit procedures,
organized by control objective, are also included in the
attachment.

2.  

1. Integrity and Ethical Values

Management must convey the
message that integrity and ethical

1.  

3.  
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values cannot be compromised,
and employees must receive and
understand that message through
continuous demonstration of
words, actions and commitment
to high ethical standards.

a. Verify the existence of written
codes of conduct/ethics.
Selectively test the codes to
determine if they adequately
cover expected standards of
conduct that affect significant
internal and external business
and employee relationships.

1.  

b. Review the method used to
communicate codes of conduct.

2.  

c. Verify that written codes of
conduct
(i) are periodically communicated to
all employees,
(ii) are formally acknowledged, and
(iii) cite consequences for violations.

3.  

d. Verify that the contractor has
a system to identify
noncompliances with codes
of conduct and pursue
corrective actions.

4.  

e. Determine whether policies
and procedures address the
situations and frequency of
management intervention,
require documentation and
approval of intervention, and
the strictly prohibit
management overrides.

5.  

f. If applicable, selectively review
documentation of management
interventions or overrides.
Assess compliance with policies
and procedures.

6.  

g. Document any external reviews
that impact the internal control
structure.

7.  

h. Identify access to records
problems which impact our
ability to assess the internal
control.

8.  
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i. Identify possible potential
internal control weaknesses
inherent in any Form 2000
or ongoing investigation.

9.  

j. Determine the extent to
which the contractor
participates in self-governance
programs, such as CRAG,
Coordinated Audit Planning,
Defense Industry Initiative,
DoD Hot Lines or any
procedure for reporting
suspected irregularities.

10.  

2. Board of Directors/Audit Committee

The Board of Directors and the Audit
Committee should be independent
enough from management so that
they can constructively challenge
management's decisions and act
effectively on external audit
communications and
recommendations. The Board and
Audit Committee should take an
active role to ensure an appropriate
upper management's commitment
to ethical business practices and
behavior. If auditors at contractor
segments observe indications of
possible weaknesses in internal
controls that relate to corporate
functions, they should refer them
to the auditor cognizant of the
corporate office. Examples include
controls involving the Board of
Directors and Corporate Internal
Audit.

a. Obtain a list of Board of
Director members. Determine
their relationship to the
business and assess their
independence.

1.  

b. Review the minutes of the
Board of Directors and all
communications with the
audit committee or body of
similar authority to
determine if the Board is
taking an active role in

2.  

1.  

4.  
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significant management
decisions.

c. Determine whether internal
auditors have adopted
standards for the professional
practice of Internal Auditing
issued by the Institute of
Internal Auditors (Refer to
CAM 4-1004.2.c).

3.  

d. Verify that the internal audit
department is functionally and
organizationally independent
to achieve objectivity in the
conduct of its audits.

4.  

e. Determine whether the
contractor has an adequate
audit plan for conducting
internal control and compliance
reviews.

5.  

f. Verify that there are effective
follow-up procedures on
internal audit recommendations.

6.  

g. Obtain the external CPA's
report of material weaknesses
of internal controls and/or
management letter for the
most recently audited year.
Determine whether corrective
action has been taken in
response to internal control
weaknesses.

7.  

h. Identify the services provided
to the contractor by the
external auditors that have an
effect on the internal control
environment.

8.  

i. Determine the reason for any
recent changes in external
auditors. Review the
associated SEC filing by
predecessor auditors for
corroborating evidence.

9.  

3. Basic Structural Organization2.  

The organization structure provides
the overall framework for planning,
directing and controlling operations.
This structure defines the form and

3.  
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nature of the organization as well
as the management functions and
reporting relationships. Authority
and areas of responsibility should
be appropriately assigned.

a. Complete or update the
contractor's basic
organizational structure
questionnaire. Refer to
Attachment 2.

1.  

b. Review the current
organization chart to
determine whether it
delineates clear lines
of authority.

2.  

4. Assignment of Authority and Responsibility4.  

Management ensures that
appropriate responsibility and
delegation of authority is assigned
to deal with goals and objectives,
operating functions, regulatory
requirements, information systems
and authorization for changes. The
delegation of authority ensures a
basis for accountability and control
and sets forth individual respective
roles.

a. Verify that policies and
procedures exist which
specifically state the
limitation or delegation of
authority.

1.  

b. Verify that there is a clear
assignment of responsibility
and delegation of authority
to deal with such matters as
goals, objectives, operating
functions and regulatory
requirements.

2.  

5.  

5. Financial Capability

Management must ensure the
contractor has adequate financial
resources to perform on government
contracts.

a. Verify that management regularly
conducts financial analysis and
monitors contract cost

1.  

1.  

5.  
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performance. Observe that
procedures are in place and
appropriate management is
being informed of adverse
conditions.

b. Review notes to financial
statements and SEC filings for
any indication of potential
adverse financial conditions and
discuss these conditions with
controller or other financial
managers.

2.  

c. Consider the impact of severe
financial distress on the ability
of the contractor to perform
on government contracts.

3.  

d. Determine that policies and procedures
require the preparation of an accounts
payable aging schedule and that
results are elevated to appropriate
levels of management.

4.  

e. Review procedures for analyzing
the collectibility of receivables.

5.  

f. Review procedures and verify that
contractor monitors loan covenants
and sets up payment schedules.

6.  

g. Verify that contractor periodically
prepares and evaluates cash flow
projections.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Contractor's Risk Assessment1.  

The auditor should develop a sufficient understanding
of the risk assessment process currently employed by
the contractor in terms of its identification, analysis,
and management of risks relevant to the accumulation
and recording of contract cost data.

1. Meet with responsible personnel to obtain an
overview of the various risk factors considered
by management.

1.  

2. Once the various risk factors are identified,
obtain an understanding of how management
identifies the risks, estimates the significance of
risks, assesses the likelihood of their occurrence,

2.  

2.  
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and relates them to contract reporting.

3. If applicable, obtain an overview of any plans,
programs, or actions management may initiate to
address specific risks. Keep in mind that,
depending on the nature of specific risks,
management may elect to accept a given risk due
to costs or other considerations.

3.  

4. Document your overall understanding of the
contractor's risk assessment practices.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Information and Communications1.  

Information and communication processes consist of
the methods and records established to record, process,
summarize, and report contract cost data. The auditor
should develop a sufficient understanding of the
contractor's information and communication processes
(relevant to contract cost data) to identify the
significant classes of transactions and how they are
initiated, processed, controlled, and reported.

1. Since the EDP system is an integral component
of information and communication processes,
obtain a copy of the most recently completed
Internal Control Audit Planning Summary
(ICAPS) for the EDP General Internal Controls.
Review the rationale behind any moderate or
high risk assessment ratings and determine the
potential impact, if any, on the effectiveness of
the contractor's overall accounting system
internal controls. Document your review.

1.  

2. Review relevant permanent files, prior audit
working papers, and any prior contractor
demonstrations of its Overall Accounting
System information and communication
processes. Document your review.

2.  

3. Review information in the permanent files
related to the contractor's status of Year 2000
compliance. Ascertain if the contractor has
modified or replaced any hardware or software
that directly affects the Overall Accounting
System. If modified or replaced, have the
contractor demonstrate the effects in step E.5.
below and consider the internal control risk
implications when performing tests of controls
in step E.6. If not modified or replaced, and the

3.  

2.  
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audit is performed in the contractor's fiscal year
which contains the date 1 January 2000, have
the contractor demonstrate why the system is
not affected by Year 2000 computer problems
and consider increasing the tests of controls in
step E.6.

4. Determine if the contractor has made changes
to the information and communication processes
in its Accounting System since the last
demonstration. Review the changes. If no prior
systems demonstration was performed, have the
contractor provide one. Contractor
representatives providing the demonstration
should possess a detailed knowledge of the
Accounting System. The demonstration provides
the auditor an opportunity to query contractor
personnel regarding internal controls and how
they are monitored. The auditor should ensure
that the demonstration addresses the internal
control objectives in section G. of this audit
program.

4.  

5. The contractor should include appropriate
manual and computerized controls in its
information processing that check for accuracy,
completeness, and proper authorization of
transactions.

a. Have the contractor identify and
demonstrate all access controls to the
Accounting System and its transactions.

(1) Compare the contractor disclosed
controls with the generic access
control listing contained in
CAM 5-1406.1 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed access
controls. Discuss any apparent
deficiencies with the contractor.

2.  

1.  

b. Have the contractor identify and
demonstrate all Accounting System data
input controls for originating, authorizing,
collecting, preparing, and approving
transactions.

(1) Compare the contractor disclosed
controls with the generic input
control listing contained in
CAM 5-1406.2 and identify any

1.  

2.  

5.  
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controls not incorporated in the
application.

(2) Verify the existence and adequacy
of the contractor disclosed input
controls. Discuss any apparent
deficiencies with the contractor.

2.  

c. Have the contractor identify and
demonstrate all Accounting System
processing controls which ensure all
authorized transactions are processed
accurately and properly.

(1) Compare the contractor disclosed
controls with the generic processing
control listing contained in
CAM 5-1406.3 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed
processing controls. Discuss any
apparent deficiencies with the
contractor.

2.  

3.  

d. Have the contractor identify and
demonstrate controls related to the
identification, correction, and
resubmission of rejected data.

(1) Compare the contractor disclosed
controls with the generic error
detection and correction control
listing contained in CAM 5-1406.4
and identify any controls not
incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed error
detection and correction controls.
Discuss any apparent deficiencies
with the contractor.

2.  

4.  

e. Have the contractor identify and
demonstrate controls related to ensuring
the output accuracy of computer
program-processing.

(1) Compare the contractor disclosed
controls with the generic output
control listing contained in
CAM 5-1406.5 and identify any
controls not incorporated in the
application.

1.  

5.  
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(2) Verify the existence and adequacy
of the contractor disclosed output
controls. Discuss any apparent
deficiencies with the contractor.

2.  

6. Selectively trace amounts through the
Accounting System to validate your
understanding of the information and
communication processes in the Accounting
System. Any discrepancies between your
understanding and the contractor's
demonstration should be noted and resolved
prior to completing the remainder of this review.

6.  

7. Document your confirmed understanding of
the contractor's Accounting System information
and communication processes and obtain a
written confirmation from the contractor
indicating that they agree with this understanding.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Monitoring1.  

Monitoring is a process that assesses the quality of
internal control performance over time. It involves
assessing the design and operation of controls on a
timely basis and taking necessary corrective actions.
The auditor should develop a sufficient understanding
of the contractor's ongoing monitoring activities and/
or separate evaluations related to the Accounting
System internal controls.

1. Determine if ongoing monitoring procedures
are built into the normal recurring activities of
the contractor's organization. These procedures
should include regular management and
supervisory activities.

1.  

2. Where applicable, determine the extent of
internal audit involvement in performing
monitoring functions through separate
evaluations.

2.  

3. Determine and document the extent of
monitoring activities being performed by
external parties.

3.  

4. Document your overall understanding of the
monitoring activity being performed at the
contractor's location and determine the impact
it will have on the review of the Accounting
System.

4.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Accounting System Control Objectives and Activities1.  

The auditor should obtain an understanding of the
contractor's control activities (policies and procedures)
for each relevant Accounting System control objective.
A detailed understanding of control activities is
essential to the assessment of control risk for each
objective. Accounting System primary control
objectives and examples of control activities, as they
relate to U.S. Government contracts, are provided in
Attachment 1 (ICM-ACTG). The following audit
procedures, organized by control objective, are also
included in the attachment.

2.  

The auditor should review contractor internal control
and/or external audits to determine if any control
activities have already been reviewed and if reliance
can be placed on such reviews.

3.  

In performing the following audit procedures to
understand the contractor's control activities, the
auditor should recognize that while obtaining an
understanding of the other components of internal
control (control environment, contractor risk
assessment, information and communications, and
monitoring), he/she is likely to have obtained some
level of knowledge about control activities. The
auditor should utilize this knowledge in determining
the additional time needed to obtain a sufficient
understanding of the contractor's control activities.

1. Accounting System and Controls1.  

The accounting system is well designed and is
operating effectively to provide reliable
accounting data and prevent misstatements that
would otherwise occur.

a. Determine that the contractor maintains
a current description of the Accounting
System, including books of original entry,
general and subsidiary ledgers, and any
statistical and/or supporting records
which demonstrate the initiation of
transactions, the flow of documents, and
the identification of all points where
correcting, adjusting or other cost
transfers can be entered into the system.

1.  

b. Determine if the contractor maintains a2.  

2.  

4.  
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chart of accounts which is updated in a
timely manner.

c. Verify that adequate written policies and
procedures exist for approving and
documenting correcting, adjusting, closing,
credit and transfer entries.

3.  

d. Verify that adequate procedures exist for
reconciling all subsidiary cost ledgers and
cost objectives to the general ledger
accounts. If this is a computerized
function, the auditor should document
how this is accomplished and selectively
test to verify that it is occurring properly.

4.  

e. Verify that a trial balance is prepared on a
regular basis and reconciles to the financial
statements.

5.  

f. Verify that adequate procedures exist for
controlling monthly accrual calculations
and that an adequate approval process is
used.

6.  

g. Verify that there is adequate segregation
of duties and responsibilities in such areas
as access to accounting records, check-
signing authority, recording disbursements
in cash journal, performance of bank
reconciliations, etc.

7.  

h. Determine whether policies and
procedures require identification of
systemic problems or trends based on
error reports. Verify that corrections
are processed in a timely manner.

8.  

2. Cost Allocations3.  

Management ensures that an item of cost or a
group of items of cost are assigned to one or
more cost objectives in accordance with rules
and regulations and standards. Management
ensures the proper allocation of both the direct
assignment of cost and the reassignment of a
share from an indirect cost pool.

a. Determine that the contractor's disclosure
statement is current and adequately
describes its accounting practices.

1.  

b. Document, if applicable, any CAS
noncompliances that may impact the
internal control structure.

2.  

c. Verify that adequate written policies and
procedures exist for the identification and

3.  

4.  
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exclusion of unallowable costs. Determine
that the detail and depth of records
required as backup support for proposals,
billings, or claims are adequate to
establish and maintain visibility of
identified unallowable costs. (CAS 405)

d. Verify that adequate written procedures
exist to ensure that charge numbers are
based on contractual requirements and
are under management control and
authorizations.

4.  

e. Verify that adequate written procedures
exist for adjusting costs charged to the
government for any income, rebates,
allowances or miscellaneous credits and
that appropriate approvals are required.

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

H. Assessment of Control Risk
1. Considering all five components of internal
control, assess control risk for each of the
relevant control objectives identified in
section G. For each of the objectives,
summarize the characteristics which support
the assessed level of control risk and
specifically identify any internal control
weaknesses or system deficiencies.

1.  

2. Determine if the system is adequate to
reasonably assure proper pricing, administration,
and settlement of Government contracts in
accordance with applicable laws and regulations.

2.  

3. Based on the assessments above, determine the
impact on the scope of other audits.

3.  

4. Update the Internal Control Audit Planning
Summary (see CAM 3-305).

4.  

5. Coordinate the results of audit with the
supervisor. The supervisor and the FAO
manager should review and initial the ICAPS
before the exit conference is performed. If it
is determined that additional audit steps are
needed, any additional planned audit effort
should be accomplished as part of this review
or immediately thereafter. Any delays in
completion of this audit effort should be
documented and approved by management.

5.  

1.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

I. Summary Audit Steps
1. Prepare a draft audit report in accordance with
CAM 10-400. If applicable, prepare a separate
CAS noncompliance report.

1.  

2. Conduct an exit conference with the contractor
in accordance with CAM 4-304.

2.  

3. Finalize the audit report incorporating the
contractor's response and audit rejoinder.

3.  

4. If the contractor has EVMS covered contracts,
provide comments in the audit report on whether
any findings are likely to impact the contractor's
EVMS (10-407.c). Discuss findings and
recommendations relating to the EVMS with the
Contract Administration Office EVMS Monitor
prior to issuance of the report. Immediately
evaluate the impact of these findings on specific
EVMS covered contracts and provide the details
in flash EVMS surveillance reports (11-209.2.e).

4.  

5. Update the permanent file in accordance with
CAM 4-405.1b (MAAR #3).

Total Hours1.  

5.  

1.  

Attachment 1 -- ICM-ACTG

Version 3.0
1 July 1999

Review and Evaluation of the Contractor's
Control Environment and Overall Accounting Controls

Control Objective Control Activities Audit Procedure

1. Integrity and Ethical Values
Management must convey the message that
integrity and ethical values cannot be
compromised, and employees must receive
and understand that message through
continuous demonstration of words, actions
and commitment to high ethical standards.

Written codes of conduct address ethical
business practices, conflicts of interest,
and expected standards of ethical and
moral behavior including dealings with
customers, suppliers, employees and other
parties.

a. Verify the existence of written codes of
conduct/ethics. Selectively test the codes
to determine if they adequately cover
expected standards of conduct that affect
significant internal and external business
and employee relationships.

    b. Review the method used to
communicate codes of conduct.

   

c. Verify that written codes of conduct (i)
are periodically communicated to all
employees, (ii) are formally
acknowledged, and (iii) cite consequences
for violations.
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d. Verify that the contractor has a system
to identify noncompliances with codes of
conduct and pursue corrective actions.

 

Policies and procedures provide guidance
on the situations and frequency of
management intervention or overrides,
approvals and documentation required,
and the strict prohibition of manager
overrides.

e. Determine whether policies and
procedures address the situations and
frequency of management intervention,
require documentation and approval of
intervention, and the strict prohibition of
any management overrides.

   

f. If applicable, selectively review
documentation of management
interventions or overrides. Assess
compliance with policies and procedures.

 

External influences heighten
management's consciousness of and
attitude towards the conduct and reporting
of an entity's operations and may prompt
management to establish specific internal
control structure policies or procedures.

g. Document any external reviews that
impact the internal control structure.

   
h. Identify access to records problems
which impact on our ability to assess the
internal control structure.

   
i. Identify possible potential internal
control weaknesses inherent in any Form
2000 or ongoing investigation.

 

Management places emphasis on
establishing and maintaining an effective
system of internal controls and
self-governance and does not condone
signs of inappropriate practices.

j. Determine the extent to which the
contractor participates in self-governance
programs, such as CRAG, Coordinated
Audit Planning, Defense Industry
Initiative, DoD Hot Lines or any
procedure for reporting suspected
irregularities.

2. Board of Directors/Audit Committee
The Board of Directors and the Audit
Committee should be independent enough
from management so that they can
constructively challenge management's
decisions and act effectively on external
audit communications and
recommendations. The Board and Audit
Committee should take an active role to
ensure an appropriate upper management's
commitment to ethical business practices
and behavior. If auditors at contractor
segments observe indications of possible
weaknesses in internal controls that relate to
corporate functions, they should refer them
to the auditor cognizant of the corporate
office. Examples include controls involving
the Board of Directors and Corporate
Internal Audit.

The Board of Directors and/or Audit
Committee are composed of independent
members and are actively involved in
significant decisions.

a. Obtain a list of Board of Director
members. Determine their relationship to
the business and assess their
independence.
b. Review the minutes of the Board of
Directors and all communications with
the audit committee or body of similar
authority to determine if the Board is
taking an active role in significant
management decisions.
c. Determine whether internal auditors
have adopted standards for the
professional practice of Internal Auditing
issued by the Institute of Internal Auditors
(Refer to CAM 4-1004.2.c.).
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The internal audit department is
functionally and organizationally
independent and is sufficiently removed
from political pressures to ensure that
they can conduct their audits objectively
and can report their findings, opinions,
and conclusions without fear of
repercussion.

d. Verify that the internal audit
department is functionally and
organizationally independent to achieve
objectivity in the conduct of its audits.

   
e. Determine whether the contractor has
an adequate audit plan for conducting
internal control and compliance reviews.

   
f. Verify that there are effective follow-up
procedures on internal audit
recommendations.

 
Management effects prompt correction of
deficiencies noted in external CPA's
management letter on internal controls.

g. Obtain the external CPA's report of
material weaknesses of internal controls
and/or management letter for the most
recently audited year. Determine whether
corrective action has been taken in
response to internal control weaknesses.

   

h. Identify the services provided to the
contractor by the external auditors that
have an effect on the internal control
environment.

   

i. Determine the reason for any recent
changes in external auditors and review
the associated SEC filing by predecessor
auditors for corroborating evidence.

3. Basic Structural Organization
The organization structure provides the
overall framework for planning, directing
and controlling operations.

This structure defines the form and nature
of the organization as well as the
management functions and reporting
relationships.

a. Complete or update the contractor's
basic organizational structure
questionnaire.

  Authority and areas of responsibility
should be appropriately assigned.

b. Review the current organization chart
to determine whether it delineates clear
lines of authority.

4. Assignment of Authority and
Responsibility
Management ensures that appropriate
responsibility and delegation of authority is
assigned to deal with goals and objectives,
operating functions, regulatory requirements,
information systems and authorization for
changes. The delegation of authority ensures
a basis for accountability and control and
sets forth individual respective roles.

Written policies and procedures
adequately address delegations of
authority and clearly delineate duties and
responsibilities so that there is an
adequate segregation of duties.

a. Verify that policies and procedures
exist which specifically state the
limitation or delegation of authority.

 

Written policies and procedures require
evaluation of current financial conditions
in order to anticipate and avoid adverse
conditions.

b. Verify that there is a clear assignment
of responsibility and delegation of
authority to deal with such matters as
goals, objectives, operating functions and
regulatory requirements.

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/002/0048Z002DOC.HTM (20 of 25) [11/19/1999 3:22:58 PM]



5. Financial Capability
Management must ensure that the contractor
has adequate financial resources to perform
on government contracts.

The contractor conducts periodic
assessments of accounts payable and
accounts receivable including analysis of
accounts payable aging and the
collectibility of accounts receivable.

a. Verify that management regularly
conducts financial analysis and monitors
contract cost performance. Observe that
procedures are in place and appropriate
management is being informed of adverse
conditions.

   

b. Review notes to financial statements
and SEC filings for any indication of
potential adverse financial conditions and
discuss these conditions with controller or
other financial managers.

   
c. Consider the impact of severe financial
distress on the ability of the contractor to
perform on government contracts.

   

d. Determine that policies and procedures
require the preparation of an accounts
payable aging schedule and that results
are elevated to appropriate levels of
management.

    e. Review procedures for analyzing the
collectibility of receivables.

 

The contractor conducts periodic
assessments to ensure that it is meeting
debt payment schedules and is in
compliance with other loan covenants.

f. Review procedures and verify that
contractor monitors loan covenants and
sets up payment schedules.

  The contractor regularly performs short
and long term cash flow projections.

g. Verify that contractor periodically
prepares and evaluates cash flow
projections.

6. Accounting System and Controls
The accounting system is well-designed and
is operating effectively to provide reliable
accounting data and prevent misstatements
that would otherwise occur.

The contractor's accounting system
consists of methods and records
established to identify, assemble, analyze,
classify, record and report an entity's
transactions and to maintain
accountability for the related assets and
liabilities. The system will be designed so
that the supporting documentation is
complete (i.e., included purpose), accurate
(e.g., includes credits where applicable),
and readily available for examination.

a. Determine that the contractor maintains
a current description of the accounting
system, including books of original entry,
general and subsidiary ledgers, and any
statistical and/or supporting records which
demonstrate the initiation of transactions,
the flow of documents, and the
identification of all points where
correcting, adjusting or other cost
transfers can be entered into the system.

   
b. Determine if the contractor maintains a
chart of accounts which is updated in a
timely manner.

   

c. Verify that adequate written policies
and procedures exist for approving and
documenting, correcting, adjusting,
closing, credit and transfer entries.

   

d. Verify that adequate procedures exist
for reconciling all subsidiary cost ledgers
and cost objectives to the general ledger
accounts. If this function is a
computerized function, the auditor should
document how this is accomplished and
selectively test to verify that it is
occurring properly.
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e. Verify that a trial balance is prepared
on regular basis and reconciles to the
financial statements.

   

f. Verify that adequate procedures exist
for controlling monthly accrual
calculations and that an adequate approval
process is used.

   

g. Verify that there is adequate
segregation of duties and responsibilities
in such areas as access to accounting
records, check-signing authority,
recording disbursements in cash journal,
and performance of bank reconciliation's,
etc.

   

h. Determine whether policies and
procedures require identification of
systemic problems or trends based on
error reports. Verify that corrections are
processed in a timely manner.

7. Cost Allocations
Management ensures that an item of cost or
a group of items of cost are assigned to one
or more cost objectives in accordance with
rules, regulations, and standards for proper
distribution of direct cost and allocation of
indirect costs. Management ensures the
proper allocation of both the direct
assignment of cost and the reassignment of a
share from an indirect cost pool.

The contractor maintains a current
disclosure statement.

a. Determine that the contractor's
disclosure statement is current and
adequately describes its accounting
practices.

   
b. Document, if applicable, any CAS
noncompliances that may impact the
internal control structure.

   

c. Verify that adequate written policies
and procedures exist for the identification
and exclusion of unallowable costs.
Determine that the detail and depth of
records required as backup support for
proposals, billings, or claims are adequate
to establish and maintain visibility of
identified unallowable costs (CAS 405).

 
Written procedures prescribe approvals
required in establishing contract charge
numbers.

d. Verify that adequate written procedures
exist to ensure that charge numbers are
based on contractual requirements and are
under management control and
authorizations.

 

Written procedures ensure that the
Government receives its share of any
income, rebates, refunds, allowances or
other miscellaneous credits.

e. Verify that adequate written procedures
exist for adjusting costs charged to the
government for any income, rebates,
allowances or miscellaneous credits and
that appropriate approvals are required.

Attachment 2

Defense Contract Audit Agency Survey of Contractors Control Environment and Overall
Accounting Controls

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/002/0048Z002DOC.HTM (22 of 25) [11/19/1999 3:22:58 PM]



Version 2.4
1 July 1998

Defense Contract Audit Agency
Survey of Contractor's Control Environment

and Overall Accounting Controls

Part A -- Basic Organization
________________

(Date Updated)

________________

(Auditor)

1. Contractor's Name

2. Address Tel:

3. Type of Organization:

(a) ( ) Corporation

(1) ( ) Closely Held, ( ) Family, ( ) Publicly Held

(2) Listed on ____________________ Stock Exchange

(3) Stock Issued:

Total Shares of Stock Issued: ________________

Major Stockholders and Number of Shares ________________

Shares of Stock Held by Officers of the Corporation ________________

(b) ( ) Partnership

(1) Partners' Names: _______________

_______________

(2) Basis for Distribution of Profits and the Amount of Profit Sharing for Each
Partner _______________

______________________

(Name of parent corporation)

(c) ( ) Division of ______________________________

(d) ( ) If applicable, obtain details of any recent business

combinations, e.g., mergers, acquisition, or divestiture Perm File Ref ______

(e) ( ) Other:

4. Incorporated in State of ________________

5. Date of Incorporation ________________

6. Type of Operation:

( ) Manufacturing ( ) Service ( ) Construction ( ) Other ( ) Perm File Ref ______

7. Description of Services or Products Manufactured __________________________

__________________________________________________________________
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8.
Is any portion of this division's records maintained at other locations? (Identify location(s) and cognizant audit office(s).
Include corporate HQ and Washington Office [Government liaison] segments having costs which are transferred to this
location for original allocation.)

9. Number of Employees: Direct __________ Indirect __________

10. Annual Sales Volume (Most Recent Complete FY) $: _________ FYE: ___________

11. Breakdown of Sales -- % or $

(Most Recent Complete FY) Commercial Government Total

__________ __________ __________

CPFF/AF FPIF/AF T & M FFP

DoD ________ ________ ________ ________

NASA ________ ________ ________ ________

FMS ________ ________ ________ ________

Other Gov't ________ ________ ________ ________

Other ________ ________ ________ ________

Total ________ ________ ________ ________

12. Do the permanent files include the current listing of government contracts? Perm File Ref ______

13. Plant and Facilities: ( ) Owned ( ) Leased ( ) Other Specify ______ Perm. File Ref ______

14. If leased, any relationship between the lessee and lessor? Yes ( ) No ( ) Perm. File Ref ______

15. Update map of physical layout in permanent file. Perm. File Ref ______

16. Names of Outside Auditors ______________________________________

17. Description of Services Provided by Outside Auditors _________________

____________________________________________________________

18.
Obtain a copy of the external auditor's internal control letter (i.e., management letter) or
the contractor's written assertion that no such letter was prepared. for the last fiscal year
audited.

Perm File Ref ______

19. Determine if the current internal auditor audit plan and listing of completed audits for
the most recent completed period are in the permanent file. Perm File Ref ______

20. Determine if the organization chart in the permanent file is current. Perm File Ref ______

Accounting Profile

21. Accounting Period __________________

22. Update Charts of Accounts in permanent file. Perm File Ref _______

23. Update Flow Chart or narrative description of contractor's accounting system in
permanent file. Perm File Ref _______

24. Determine that the most current copy of the Disclosure Statement is in the permanent
file. Perm File Ref _______

25. Determine if the most recent SEC Form 10K and audited financial statements are in the
permanent file. Perm File Ref _______
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26. Determine if the listing of contractor financial and managerial reports (manual or
computerized) in the permanent file is current. Perm File Ref _______

27.
Identify each indirect expense pool and reference its base description in
the CAS Disclosure Statement or describe the allocation base for each
indirect expense pool

a. ______________________________________________

b. ______________________________________________

c. ______________________________________________

d. ______________________________________________

e. ______________________________________________

f. ______________________________________________

g. ______________________________________________

28. Update the following listing of contractor internal control system
policies and procedures.

Description and/or Title Location

a. Accounting Policies and Procedures Perm. File Ref ________

b. Labor Accounting Policies Procedures Perm. File Ref ________

c. EDP Systems Policies Procedures Perm. File Ref ________

d. Budgeting Planning Policies Proc. Perm. File Ref ________

e. Compensation Policies Procedures Perm. File Ref ________

f. Purchasing Policies Procedures Perm. File Ref ________

g. Material Mgmt Acctng Pol. Proc. Perm. File Ref ________

h. Annual Incurred Cost Submission Prep. Policies Procedures Perm. File Ref ________

i. Billing System Policies Procedures Perm. File Ref ________

j. Estimating System Policies Proc. Perm. File Ref ________

k. _____________________________________ Perm. File Ref ________

l. _____________________________________ Perm. File Ref ________

Next Section

Open this portion of the document in Word (74 KB)
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Open this portion of the document in Word (23 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APADEQ

Audit Program for CAS Disclosure Statement Adequacy and/or
Compliance Audits

Version 3.1
1 April 1998

Defense Contract Audit Agency
Audit Program For

Disclosure Statement Adequacy and/or Compliance Audits
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

A. Purpose and Scope1.  

Note: This program does not replace individual auditor judgment and therefore, should be tailored to the audit
scope of the particular assignment. The revised audit program must reflect a mutual understanding between
the auditor and supervisor as to the scope required to meet auditing standards and DCAA objectives for the
current assignment.

To provide general objectives to be considered in auditing a D/S for adequacy and/or compliance. Normal
ongoing compliance audits, not directly associated with a change in D/S, should be performed in
accordance with the routine audit planning cycle and are not covered by this program.

1.  

B. References2.  

1. CAM, Chapter 10, Section 8
2. CAM, Chapter 8
3. CAS Board Rules, Regulations, and Standards
4. DoD CAS Working Group Guidance Papers 76-6, 7, and 20
5. 48 CFR 9903.202

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete
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C. Preliminary Audit Steps
1. Upon receipt of an initial or revised D/S,
coordinate the audit report due date with
the ACO. Advise the ACO of any delays
encountered during the audit. This is
especially true for initial D/S since an
adequacy determination is a condition of
contract award. When time constraints are
foreseen, request the contractor to submit
draft segments of the D/S for advance review.

1.  

2. If the organization under review is a joint
venture, teaming arrangement, or contractor
wholly-owned subsidiary or division, read
CAM 7-1800.

a. Determine the need for a CAS
Disclosure Statement in accordance with
CAM 7-1810.

1.  

b. Determine the actual relationship between
the contracting organizations using the
criteria in CAM 7-1807.

2.  

2.  

3. Determine if the contractor is proposing to
and/or is accumulating and allocating costs
consistent with the actual relationship, e.g., if
the actual relationship more closely resembles
that of a prime contractor/subcontractor then
costs should be allocated consistent with this
type of relationship.

3.  

4. Briefly review the D/S to determine if it
appears to be complete. If it is obviously
incomplete, report it to the ACO. Coordinate
with the contractor to determine if any
modifications are being contemplated which
would affect the current audit.

4.  

5. Determine the reason for the submission (e.g.,
initial submission, response to a
noncompliance determination, proposed
accounting change, etc.) Ascertain whether
it will affect any outstanding noncompliance
issues or any other current audit assignments,
such as a price proposal.

5.  

6. Changes to a D/S will normally be reviewed
for adequacy and compliance concurrently.
Initial D/S submissions will usually be
reviewed for adequacy first. The compliance
audit can be performed at a later date so that
the report on adequacy will not be delayed.
However, the initial compliance audit should

6.  

1.  
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be completed within 60 days after an ACO
determination of adequacy (CAM, 8-303.2).

7. Request assist audits, if needed.7.  

8. Materiality is a prime consideration in
determining the extent of disclosure and
degree of audit effort needed to assure
compliance. If an area is not being audited in
depth because of materiality considerations,
the working papers should document the
restricted scope.

8.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Steps1.  

1. Adequacy Steps

a. Identify those accounting practices
which have the greatest impact on
Government contracts. Emphasis of the
audit should be on such identified
practices.

1.  

b. Audit D/S interrelationships as listed
below to assure internal consistency.

(1) If item 1.4.0 is marked A or B,
item 2.2.1 or 2.2.2 should be
marked A, and/or item 2.5.0
should be coded D in at least
one column.

1.  

(2) Section 2.4.0 should be
completed, only if line A of item
2.2.1 or 2.2.2 is marked.

2.  

(3) Section 2.6.0 should be
completed, only if one or more
columns in item 2.5.0 were
marked D.

3.  

(4) If item 2.2.2 is marked A, B, C,
D, or Y, item 3.2.1(f) must be
marked with a code other than Z.

4.  

(5) If item 2.7.1 is marked with a code
other than Z, item 3.2.3(v) should
be marked D or E.

5.  

(6) If item 3.2.1(b) is marked other
than Z, item 5.5.0(a) must be
completed.

6.  

(7) Items 3.2.3(l) and (m) must be7.  

2.  

2.  
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marked other than F or Z if item
4.5.0(b) is marked A, B, C or D.

(8) If item 3.2.3(w) is marked with a
code other than Z, item 6.3.0
cannot be marked Z.

8.  

(9) If item 4.3.0, column (3), is
marked with a rate code A, item
4.4.0 cannot be marked Z.

9.  

(10) If item 4.6.0 is marked A, the
G&A pool described in item
4.2.0 must include IR&D/B&P
functions and activities.

10.  

(11) If item 4.6.0 is marked B, one of
the pools listed in item 4.1.0 must
include the IR&D/B&P pool.

11.  

(12) If item 3.2.2(f) is marked other
than Z, item 7.1.0 cannot be
marked Z.

12.  

(13) If item 3.2.2(g) is marked other
than Z, item 7.2.0 cannot be
marked Z unless the plan is
reportable under item 7.3.0.

13.  

(14) If item 3.2.2(h) and/or (i) are
marked other than Z, item 7.3.0
must be marked A.

14.  

(15) If item 3.2.2(j) is marked other
than Z, item 7.4.0 and/or 7.5.0
must be marked A.

15.  

(16) If one of the lines in 7.1.0.A is
marked, item 7.1.2 cannot be
marked Z.

16.  

(17) If one of the lines in 7.1.0.B is
marked except 7.1.0.B.2.b or
7.1.0.B.2.c, item 7.1.3 cannot
be marked Z.

17.  

(18) If item 7.1.0.B.2.b or 7.1.0.B.2.c
is marked, item 7.1.2 cannot be
marked Z.

18.  

(19) If item 7.2.0 is marked other than
Z, items 7.2.1 and 7.2.2 must be
completed.

19.  

(20) If item 7.3.0 is marked A, item
7.3.1 must be completed.

20.  

(21) If item 7.4.0 is marked A, items
7.4.1 and 7.4.2 must be completed.

21.  
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(22) If item 7.5.0 is marked A, item
7.5.1. must be completed.

22.  

(23) If item 7.6.0 is marked A, item
7.6.1 must be completed.

23.  

(24) At least one of items, 8.3.1, 8.3.2,
or 8.3.3 must be completed if this
part is being completed by
corporate, group, or home office.

24.  

(25) If item 8.2.0 is marked other than
Z, the corresponding part(s) (i.e.
Parts V, VI or VII) of the
disclosure statement must be
completed.

25.  

c. Determine if the particular D/S item is
adequately described (i.e., current,
accurate, and complete) and document
your working papers accordingly.
This determination should first be
attempted using data existing in your
current files. If insufficient information
exists in the files to determine the
adequacy of a D/S item, then perform
any additional audit steps necessary to
verify the adequacy of the D/S item.

(1) A disclosure statement item is
"current" if it describes the
current accounting practices
which the contractor intends to
follow for estimating,
accumulating and reporting costs
associated with covered contracts.

1.  

(2) An item is "accurate" if it
correctly, clearly and distinctly
describes the actual method of
accounting the contractor uses
or intends to use on covered
contracts.

2.  

(3) An item is "complete" if it clearly
describes the cost accounting
practices the contractor intends to
use and gives you sufficient
information to fully understand
the accounting system being
described.

3.  

3.  

When a particular item is adequately
described (i.e., current, accurate, and
complete) mark it accordingly and

4.  
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cross-reference it to related audit files.

d. If the description is inadequate,
document the reasons for the
inadequacy.

5.  

e. If insufficient information is available to
form an opinion, mark the item(s) for
additional follow-up. Review additional
contractor records to verify the
adequacy and accuracy of the accounting
practice(s).

6.  

f. Examine closely for any disclosed
practices which are different from
established practices. The contractor
may intend to make an accounting
practice change.

7.  

g. Coordinate significant or unusual issues
with the supervisor or the FAO
technical specialist.

8.  

h. Discuss with the contractor those items
that you intend to recommend to the
ACO as inadequate or that may
constitute an accounting practice change.

9.  

i. If part of a CAC/CHOA network,
coordinate exceptions with the
CAC/CHOA to assure consistent audit
positions. In addition, furnish a copy
of the D/S to the CAC/CHOA for
consistency considerations.

10.  

2. Compliance Steps

a. Prepare a list detailing CAS
applicability dates for each standard
included in the review.

1.  

b. Survey the D/S to identify practices
which appear to be obviously
noncompliant with an applicable
standard or acquisition regulation.

2.  

c. Prepare a schedule listing apparent
noncompliance. Also, list sensitive
or critical areas requiring in-depth
review. Perform risk analysis and
assign audit priorities.

3.  

d. Review for compliance with each
applicable standard those accounting
practices involving significant costs
or sensitive issues. Document
findings, conclusions, and observations.

4.  

1.  
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e. Coordinate significant or unusual issues
with the supervisor and the FAO
technical specialist.

5.  

f. If a noncompliance issue is identified
and supported, a separate assignment
should be established to report and
resolve the noncompliance (activity
code 19200; APNONCOM; and
CAM 8-208.)

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor and the
FAO technical specialist.

2.  

3. Prepare draft audit report in accordance with
CAM 10-804 or 807. Noncompliance issues
should be reported separately in accordance
with CAM 10-806.

3.  

4. Hold an exit conference with the contractor
and provide a draft report to the contractor
for comments in accordance with CAM 4-304.

4.  

5. Finalize audit report incorporating the
contractor's response and audit rejoinder, if
applicable.

5.  

6. Update the permanent files, e.g., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules, as
appropriate.

6.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Additional Detailed Audit Steps1.  

(Use separate page)2.  

Next Section

Open this portion of the document in Word (23 KB)
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Open this portion of the document in Word (57.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APBILL

Audit Program for Billing System Controls

Version 4.8
1 October 1998

Defense Contract Audit Agency
Audit Program for Reviewing and Reporting on Contractor Billing System and Related Internal Controls

Contractor's Name: __________________________________

Assignment Number: _________________________________

Field Audit Office: ___________________________________

Date Assigned: ____________________ ___________________________

Auditor Assigned: __________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

A. Purpose and Scope1.  

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractor's Billing System and related internal control (including
both manual and computerized activities) to plan related contract audit effort. This requires that the auditor
assess the adequacy of the contractor's policies and procedures, whether they have been implemented, and
if they are working effectively.

1.  

Document the understanding of the Billing System internal control in working papers and permanent files.2.  

Test the operational effectiveness of Billing System internal controls.3.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.4.  

Report on the understanding of the Billing System internal controls and assessment of control risk and the
adequacy of the system for government contracts.

5.  

This audit program is limited to the review of the Billing System and related internal controls for major
contractors, nonmajor contractors where the system is considered significant, and other contractors with
substantial negotiated firm-fixed price contracts. Only those controls directly related to the contractor's
Billing System, as defined below, will be audited under this assignment. Controls for interrelated audit
concerns regarding the adequacy of the contractor's other major systems (i.e., Budget and Planning,
Estimating, etc.) will be audited under separate assignments. While the controls for these areas are not
part of this audit, the results of all audits of these interrelated controls must be considered in forming an
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overall audit conclusion on the Billing System internal control. The results of this audit should be
commented on in reports of related audit areas.

When performing an update or follow-up review, the audit steps below should be adjusted and tailored
accordingly. To the extent possible, prior audit effort should be used as a basis for validating the
contractor's internal control.

Before beginning this review, the auditor should be alert for internal control reviews performed by the
contractor or its external auditor relating to this audit area. In those cases where internal reviews have
been performed, the auditor should follow the guidance contained in CAM 4-1000, Reliance on the Work
of Others.

Before performing any review of internal controls, the auditor should determine that the system
contemplated for review is material to the Government. Once it is determined that the system is material
to the Government, the auditor should reassess the materiality of each section in the internal control audit
program before performing any audit steps in that section. The scope of any audit depends on individual
circumstances. The auditor is expected to exercise professional judgment, considering vulnerability and
materiality, in deciding the scope of audit to be performed.

The internal control matrix (see Attachment 1) shows the interrelationships among the control objectives,
control activities, and audit procedures used in this audit program. The control objectives and the audit
procedures have been fully integrated into this audit program; therefore, the matrix is not needed unless it
is desirable to see the associated control activities and the interrelationships in a matrix format.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Preliminary Audit Effort
1. Research and Planning

a. Review and become familiar with
applicable sections of CAM 5-1100 and
any recent Headquarters guidance not
incorporated in the CAM.

1.  

b. Review the extent and results of the
contractor's self-governance activities,
internal and external audits, coordinated
audits, etc., related to the Billing System.
In those cases where internal or external
audits have been performed, the auditor
should follow the guidance contained in
CAM 4-1000, Reliance on the Work of
Others. Document your review.

2.  

c. Review the permanent file for:

(1) Existence of contractor billing
policies and procedures.

1.  

(2) Organization charts depicting the
functional areas responsible for the
processing of billing related data.

2.  

3.  

1.  

1.  
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(3) Billing system flowcharts,
providing a pictorial overview of
all manual and computerized
processing steps.

3.  

(4) Information systems documentation:

(a) Pertinent record layouts of
files created and/or used
during the processing of
billing related transactions.

1.  

(b) Source documents.2.  

(c) Information on the conversion
of documents to computer
media.

3.  

(d) Subsidiary or master files
affected by the system.

4.  

(e) Relevant reports, journals, and
ledgers produced in the flow
of information to the billing
reports.

5.  

4.  

(5) Employee awareness training
programs.

5.  

(6) Listings of current government
contracts.

6.  

(7) Past Billing System audit results and
Internal Control Audit Planning
Summaries (ICAPS) including any
corrective actions taken.

7.  

(8) Audit lead sheets.8.  

(9) The analysis of the control
environment and the results of any
other audits, for internal control
weaknesses that may impact this
review.

9.  

d. Discuss the planned review of the Billing
System internal controls with the
administrative contracting officer and the
contractors' major procurement activities
to identify, understand, and document any
concerns they may have of areas which
should be reviewed. The auditor should
reassure the ACO and procurement
activities that DCAA Billing System audits
can satisfy customer requirements and
eliminate the need for submittal of
excessive contractor documentation with
interim vouchers. In addition, determine

4.  
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if the ACO wants us to perform specific
audit services to support the ACO's
responsibilities under FAR 32.503-5 and
DCAM 8105.1, Section 32.594.

e. In planning and performing the audit,
consider fraud indicators specific to the
type of audit being performed.
Examples of fraud risk indicators for
the subject audit area are contained in
the following sources:

Handbook on Fraud Indicators
for Contract Auditors, Section II.4.
(IGDH 7600.3, APO March 31,
1993)

1.  

CAM Figure 4-7-32.  

5.  

Throughout the course of the audit,
document any identified risk indicators
and your response/actions to the
identified risks. If no additional audit
steps are required or no risk indicators
are identified, document this in the audit
program or working papers.

6.  

2. Entrance Conference and Preparation

a. Prepare a written memorandum to the
contractor to arrange for an entrance
conference, covering the areas
highlighted in CAM 4-302 and any
specific data or pertinent information
not yet provided.

1.  

b. Conduct an entrance conference as
outlined in CAM 4-302, with particular
emphasis on:

(1) Requesting the contractor to provide,
if applicable (see step E.4.), a
demonstration of the Billing System
transaction flow including data input,
data processing, data output, and
related internal controls.

1.  

(2) Any changes in the billing processing
job stream since the last review.

2.  

(3) The contractor's monitoring process
to ensure that established manual
and computerized controls are
functioning as intended.

3.  

(4) Any identified weaknesses which
may have been reported and related

4.  

2.  

2.  
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follow-up actions taken.

(5) Requesting the contractor to
identify any contracts with
requirements to submit excessive
documentation with vouchers such as:
travel/ODC reports, labor detail,
time cards, or receipts for
travel/ODC.

5.  

3. Initial Risk Assessment

a. Analyze pertinent information extracted
from the permanent file and data
provided by the contractor at the
entrance conference to determine if
any additional clarification is required
at this time.

1.  

b. Determine the billing process employed
by the contractor and to what degree a
computerized system is used.

2.  

c. Perform a high level cursory review to
determine if the following exist:

(1) A functional organization with
defined organizational
responsibilities.

1.  

(2) A written description of the work
flow in the billing process.

2.  

(3) Policies and procedures for
effectively controlling the process.

3.  

3.  

d. Based on the contractor's assertions and
the information obtained from other
relevant sources, prepare a preliminary
audit risk assessment to identify those
control areas requiring further audit
effort.

4.  

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

1.  
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Open this portion of the document in Word (57 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APBUDGET

Audit Program for Planning and Budget System Controls

Version 2.3
1 July 1998

Defense Contract Audit Agency
Audit Program for Reviewing and Reporting on Contractor Budgeting and Planning System and Related

Internal Controls
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "Not Applicable" (N/A). Portions of the audit that are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractor's Budgeting and Planning System and related
internal control (including both manual and computerized EDP activities) to plan related contract
audit effort. This requires that the auditor assess the adequacy of the contractor's policies and
procedures, whether they have been implemented, and if they are working effectively.

1.  

Document the understanding of the Budgeting and Planning System internal control in working
papers and permanent files (see CAM 5-100).

2.  

Test the operational effectiveness of Budgeting and Planning System internal controls.3.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.4.  

Report on the understanding of the Budget and Planning System internal control and assessment of
control risk and the adequacy of the system for government contracts.

5.  

2.  

This audit program is limited to the review of the Budget and Planning System and related internal controls
for major contractors, nonmajor contractors where the system is considered significant, and other
contractors with substantial negotiated firm-fixed price contracts. Only those controls directly related to the
contractor's Budget and Planning System, as defined below, will be audited under this assignment. Controls

3.  
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for interrelated audit concerns regarding the adequacy of the contractor's other major systems (i.e., labor,
estimating, etc.) will be audited under separate assignments. While the controls for these areas are not part
of this audit, the results of all audits of these interrelated controls must be considered in forming an overall
audit conclusion on the Budget and Planning System internal control. The results of this audit should be
commented on in reports on related audit areas.

When performing an update or follow-up review, the audit steps below should be adjusted and tailored
accordingly. To the extent possible, prior audit effort should be used as a basis for validating the
contractor's internal control.

4.  

Before beginning this review, the auditor should be alert for internal control reviews performed by the
contractor, or its external auditor, relating to this audit area. In those cases where internal control reviews
have been performed, the auditor should follow the guidance contained in CAM 4-1000, Reliance on the
Work of Others.

5.  

Before performing any review of internal controls, the auditor should determine that the system or
functional area contemplated for review is material to the Government. Once it is determined that the
system is material to the Government, the auditor should reassess the materiality of each section in the
internal control audit program before performing any audit steps in that section. The scope of any audit
depends on individual circumstances. The auditor is expected to exercise professional judgment,
considering vulnerability and materiality, in deciding the scope of audit to be performed.

6.  

The internal control matrix (see Attachment 1) shows the interrelationships among the control objectives,
control activities, and audit procedures used in this audit program. The control objectives and the audit
procedures have been fully integrated into this audit program; therefore, the matrix is not needed unless it is
desirable to see the associated control activities and the interrelationships in a matrix format.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Preliminary Audit Effort1.  

1. Research and Planning

a. Review and become familiar with
applicable sections of CAM 5-500
and any recent Headquarters guidance
not incorporated in the CAM.

1.  

b. Review the extent and results of the
contractor's self-governance activities,
internal and external audits, coordinated
audits, etc., related to the Budget and
Planning System. In those cases where
internal or external audits have been
performed, the auditor should follow the
guidance contained in CAM 4-1000,
Reliance on the Work of Others.
Document your review.

2.  

c. Review the permanent file for:

(1) Existence of contractor budgeting
and planning policies and procedures.

1.  

(2) Organization charts depicting the2.  

3.  

2.  
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functional areas responsible for the
processing of budget and panning
related data.

(3) Budget and Planning System
flowcharts, providing a pictorial
overview of all manual and
computerized processing steps.

3.  

(4) Information systems documentation

(a) Pertinent record layouts of files
created and/or used during the
processing of budget and
planning related transactions.

1.  

(b) Source documents.2.  

(c) Information on the conversion
of documents to computer
media.

3.  

(d) Subsidiary or master files
affected by the system.

4.  

(e) Relevant reports, journals, and
ledgers produced in the flow of
information to the budget and
planning reports.

5.  

4.  

(5) Listings of current government
contracts.

5.  

(6) Past budgeting and planning
system audit results and Internal
Control Audit Planning
Summaries (ICAPS) including
any corrective actions taken.

6.  

(7) Audit lead sheets.7.  

(8) The analysis of the control
environment and the results of
any other audits, for internal
control weaknesses that may
impact this review.

8.  

d. Discuss the planned review of the
Budgeting and Planning System internal
controls with the administrative
contracting officer and, if appropriate,
other customers in order to identify,
understand, and document their
concerns or areas which should be
reviewed.

4.  

2. Entrance Conference and Preparation

a. Prepare a written memorandum to the
contractor to arrange for an entrance

1.  

1.  
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conference, covering the areas
highlighted in CAM 4-302 and any
specific data or pertinent information
not yet provided.

b. Conduct an entrance conference as
outlined in CAM 4-302, with particular
emphasis on:

(1) Requesting the contractor to provide,
if applicable (see step E.4.), a
demonstration of the Budget and
Planning System transaction flow
including data input, data processing,
data output, and related internal
controls.

1.  

(2) Any changes in the budget and
planning process job stream since
the last review.

2.  

(3) The contractor's monitoring process
to ensure that established manual and
computerized controls are functioning
as intended.

3.  

(4) Any identified weaknesses which
may have been previously
reported and related follow-up
actions taken.

4.  

2.  

3. Initial Risk Assessment

a. Analyze pertinent information extracted
from the permanent file and data provided
by the contractor at the entrance
conference to determine if any additional
clarification is required at this time.

1.  

b. Determine the budget and planning process
employed by the contractor and to what
degree a computerized system is used.

2.  

c. Perform a high level cursory review to
determine if the following exist:

(1) A functional organization with
defined organizational
responsibilities.

1.  

(2) A written description of the work
flow in the budget and planning
process.

2.  

(3) Policies and procedures for
effectively controlling the process.

3.  

3.  

d. Based on the contractor's assertions and
the information obtained from other

4.  

2.  
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relevant sources, prepare a preliminary
audit risk assessment to identify those
control areas requiring further audit effort.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Control Environment1.  

The control environment sets the tone of an
organization, influencing the control consciousness
of its people. It is the foundation for all other
components of internal control, providing discipline
and structure. The auditor should obtain a sufficient
understanding of the control environment, to
determine the impact that it may have on the overall
effectiveness of the Budget and Planning System
internal controls.

1. Obtain a copy of the most recently completed
ICAPS for the Control Environment and Overall
Accounting Controls. Review the rationale
behind any moderate or high risk assessment
ratings and determine the potential impact, if any,
on the effectiveness of the budgeting and
planning system internal controls.

1.  

2. If a review of the control environment has not
been recently performed, review all documented
audit experience with the contractor, including
permanent files, relevant audit reports and
workpapers, suspected irregular conduct (SIC)
referrals and discussions with prior auditors.
Obtain an understanding of the following factors:

a. Integrity and ethical values.1.  

b. Commitment to competence.2.  

c. Board of directors and/or audit committee
participation.

3.  

d. Management's philosophy and operating
style.

4.  

e. Organizational structure.5.  

f. Assignment of authority and responsibility.6.  

g. Human resource policies and procedures.7.  

2.  

3. Document the overall assessment of the control
environment and the impact that it has on the
review of the Budget and Planning System.

3.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Contractor's Risk Assessment1.  

The auditor should develop a sufficient understanding
of the risk assessment process currently employed by
the contractor in terms of its identification, analysis,
and management of risks relevant to the preparation
of contract cost data.

1. Meet with responsible personnel to obtain an
overview of the various risk factors considered
by management.

1.  

2. Once the various risk factors are identified,
obtain an understanding of how management
identifies the risks, estimates the significance
of risks, assesses the likelihood of their
occurrence, and relates them to contract
reporting.

2.  

3. If applicable, obtain an overview of any plans,
programs, or actions management may initiate
to address specific risks. Keep in mind that,
depending on the nature of specific risks,
management may elect to accept a given risk
due to costs or other considerations.

3.  

4. Document your overall understanding of the
contractor's risk assessment practices.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Information and Communications1.  

Information and communication processes consist
of the methods and records established to record,
process, summarize, and report contract cost data.
The auditor should develop a sufficient understanding
of the contractor's information and communications
processes (relevant to contract cost data) to identify
the significant classes of transactions and how they are
initiated, processed, controlled, and reported.

1. Since the accounting and EDP systems are
integral components of information and
communication processes, obtain a copy of the
most recently completed Internal Control Audit
Planning Summaries for the Environment and
Overall Accounting Controls and the EDP
System General Internal Controls. Review the

1.  

2.  
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rationale behind any moderate or high-risk
assessment ratings and determine the potential
impact, if any, on the effectiveness of the
Budget and Planning System internal controls.
Document your review.

2. Review relevant permanent files, prior audit
working papers, and any prior contractor
demonstrations of its Budget and Planning
System information and communication
processes. Document your review.

2.  

3. Review information in the permanent files
related to the contractor's status of Year 2000
compliance. Ascertain if the contractor has
modified or replaced any hardware or software
that directly affects the Budget and Planning
System. If modified or replaced, have the
contractor demonstrate the effects in step E.5.
below and consider the internal control risk
implications when performing tests of controls
in step E.6. If not modified or replaced, and the
audit is performed in the contractor's fiscal year
which contains the date 1 January 2000, have
the contractor demonstrate why the system is
not affected by Year 2000 computer problems
and consider increasing the tests of controls in
step E.6.

3.  

4. Determine if the contractor has made changes
to the information and communication
processes in its Budget and Planning System
since the last demonstration. Review the
changes. If no prior systems demonstration
was performed, have the contractor provide
one. Contractor representatives providing the
demonstration should possess a detailed
knowledge of the Budget and Planning System.
The demonstration provides the auditor an
opportunity to query contractor personnel
regarding internal controls and how they are
monitored. The auditor should ensure that the
demonstration addresses the internal control
objectives in section G. of this audit program.

4.  

5. The contractor should include appropriate
manual and computerized controls in its
information processing that check for accuracy,
completeness, and proper authorization of
budget and planning related transactions.

a. Have the contractor identify and
demonstrate all access controls to the

1.  

5.  
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Budget and Planning System application
and related transactions.

(1) Compare the contractor disclosed
controls with the generic access
control listing contained in
CAM 5-1406.1 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed access
controls. Discuss any apparent
deficiencies with the contractor.

2.  

b. Have the contractor identify and
demonstrate all data input controls to the
Budget and Planning System application
and related transactions for originating,
authorizing, collecting, preparing, and
approving input transactions.

(1) Compare the contractor disclosed
controls with the generic input
control listing contained in
CAM 5-1406.2 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed input
controls. Discuss any apparent
deficiencies with the contractor.

2.  

2.  

c. Have the contractor identify and
demonstrate all processing controls for
the Budget and Planning System which
ensure all authorized transactions are
processed accurately and properly.

(1) Compare the contractor disclosed
controls with the generic processing
control listing contained in
CAM 5-1406.3 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed
processing controls. Discuss any
apparent deficiencies with the
contractor.

2.  

3.  

d. Have the contractor identify and
demonstrate controls related to the
identification, correction, and

4.  
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resubmission of rejected data.

(1) Compare the contractor disclosed
controls with the generic error
detection and correction control
listing contained in CAM 5-1406.4
and identify any controls not
incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed error
detection and correction controls.
Discuss any apparent deficiencies
with the contractor.

2.  

e. Have the contractor identify and
demonstrate controls related to ensuring
the output accuracy of computer program
processing.

(1) Compare the contractor disclosed
controls with the generic output
control listing contained in
CAM 5-1406.5 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed output
controls. Discuss any apparent
deficiencies with the contractor.

2.  

5.  

6. Selectively trace budgeted amounts through the
Budget and Planning System to validate your
understanding of the information and
communication processes in the Budget and
Planning System. Any discrepancies between
your understanding and the contractor's
demonstration should be noted and resolved
prior to completing the remainder of this review.

6.  

7. Document your confirmed understanding of
the contractor's Budget and Planning System
information and communication processes,
and obtain a written confirmation from the
contractor indicating that they agree with
this understanding.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Monitoring1.  

Monitoring is a process that assesses the quality of
internal control performance over time. It involves

2.  
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assessing the design and operation of controls on a
timely basis and taking necessary corrective actions.
The auditor should develop a sufficient understanding
of the contractor's ongoing monitoring activities
and/or separate evaluations related to the Budget and
Planning System internal controls.

1. Determine if ongoing monitoring procedures are
incorporated into the normal recurring activities
of the contractor's organization. These
procedures should include regular management
and supervisory activities.

1.  

2. Where applicable, determine the extent of
internal audit involvement in performing
monitoring functions through separate
evaluations.

2.  

3. Determine and document the extent of
monitoring activities being performed by
external parties.

3.  

4. Document your overall understanding of the
monitoring activity being performed at the
contractor's location and determine the impact
it will have on the review of the Budget and
Planning System.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Control Objectives and Activities1.  

The auditor should obtain an understanding of the
contractor's control activities (policies and procedures)
for each relevant Budget and Planning System control
objective. A detailed understanding of control
activities is essential to the assessment of control risk
for each objective. Budget and Planning System
primary control objectives and examples of control
activities, as they relate to U.S. Government contracts,
are provided in Attachment 1 (ICM-BDGT). The
audit procedures in this section, organized by control
objective, are also included in the attachment.

2.  

The auditor should review contractor internal and/or
external audits to determine if any control activities
have already been reviewed and if reliance can be
placed on such reviews.

3.  

In performing the following audit procedures to
understand the contractor's control activities, the
auditor should recognize that while obtaining an
understanding of the other components of internal

4.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/005/0048Z005DOC.HTM (10 of 21) [11/19/1999 3:25:41 PM]



control (control environment, contractor risk
assessment, information and communications, and
monitoring), he/she is also likely to have obtained
some level of knowledge about control activities.
The auditor should utilize this knowledge in
determining the additional time needed to obtain a
sufficient understanding of the contractor's control
activities.

1. Functional Organization1.  

The contractor should have a logical budget and
planning organization which includes the formal
assignment of duties and responsibilities, a
system description, and written policies and
procedures.

a. Review policies and procedures,
organizational charts, job descriptions, and
other relevant documentation to identify
the major aspects of the planning and
budgeting processes and the organizational
units that perform them.

1.  

b. Review the contractor's placement of
critical planning and budgeting activities to
determine if they are assigned to logical
organizational units.

2.  

c. Review the contractor's system description
to determine if it adequately describes the
flow of work in the budget and planning
process.

3.  

d. Review the contractor's policies and
procedures for key planning and budgeting
areas to determine if they describe major
planning and budgeting duties in sufficient
detail to provide an overall understanding
of the operation of these systems.

4.  

e. Interview selected employees involved in
the budget and planning process to
determine if the contractor's system
description accurately describes the flow
of work in the Budget and Planning
System.

5.  

f. During the remainder of this review, the
auditor should be alert for any instances
where the contractor's actual practices
are inconsistent with established policies
and procedures.

6.  

2.  

2. Strategic and Long-Range Planning3.  

The contractor should have a strategic and4.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/005/0048Z005DOC.HTM (11 of 21) [11/19/1999 3:25:41 PM]



long-range planning process to develop the
long-term goals and objectives that impact
government contracts.

a. Review the contractor's policies and
procedures to determine if they require
the development of strategic and
long-range planning information for all
areas which impact government contracts.

1.  

b. Review strategic and long-range planning
information for the current and prior
periods to determine if the contractor
establishes strategic objectives in all areas
relevant to government contracts.

2.  

c. Review the contractor's policies and
procedures to determine if they require
adequate documentation of strategic and
long-range plans. This documentation is
required for management to assess the
reasonableness of the underlying
assumptions and to facilitate the
communication of key information to
personnel responsible for preparing
related budgets.

3.  

d. Selectively review recent strategic and
long-range planning documentation to
determine if it complies with established
documentation requirements.

4.  

e. Review the contractor's policies and
procedures to determine if they provide
for adequate distribution of strategic and
long-range planning information to
personnel responsible for preparing
related budgets.

5.  

f. Interview selected budgeting personnel to
determine if they have access to relevant
strategic and long-range planning
information and use the information in
preparing related budgets.

6.  

3. Preparation of Budgets5.  

The contractor should prepare accurate and
timely budgets that are approved by an
appropriate level of management and
distributed to appropriate personnel.

a. Review the contractor's policies and
procedures to determine if they require
the preparation of budgets in time periods
and areas that significantly impact

1.  

6.  
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government contracts.

b. Selectively review recent budget
information to determine if they cover all
areas outlined in the policies and
procedures.

2.  

c. Review the contractor's policies and
procedures to determine if they provide
for adequate control of the budget process
to ensure that budgets are prepared in a
timely manner.

3.  

d. Selectively interview personnel involved
in the budget preparation process for the
current period to determine if they are
aware of specific budget preparation
milestones.

4.  

e. Selectively review budgets from recent
budget periods to determine if they were
prepared in a timely manner.

5.  

f. For selected budget areas, interview
individual managers to determine when
they received final, approved budgets for
the current budget period, and for several
prior budget periods.

6.  

g. Review the contractor's policies and
procedures to determine if they require
consistency between budgetary objectives
and strategic and long-range plans.

7.  

h. Reconcile significant planning
assumptions used in selected budgets with
strategic planning and long-range plans.

8.  

i. Determine that program budgets and
contract estimates to complete are an
integral part of the contractor's overall
budgeting system.

9.  

j. Selectively review budget documentation
from the most recent budgetary period to
determine how recommended management
adjustments were made and the adjusted
budget was resubmitted for final approval.

10.  

k. Review the contractor's policies and
procedures to determine if they provide
adequate controls to ensure that
established budgets are meaningful and
attainable.

Selectively review budgeted amounts
from the most recently completed
budgetary period to determine if they

1.  

11.  
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were prepared in accordance with
established policies and procedures.

l. Review the contractor's policies and
procedures to determine if they require an
appropriate level of management review
and approval of final budgets.

12.  

m. Selectively review budget documents
distributed to individual managers to
determine if:

There is evidence of management
approval.

1.  

Management had a reasonable
amount of time to review the
budgets before approval.

2.  

13.  

n. Review the contractor's policies and
procedures to determine if they provide
for controls over the distribution of
relevant budget information to individual
managers responsible for meeting
budgetary objectives and monitoring
personnel.

14.  

o. Selectively interview individual managers
and monitoring personnel to determine if
they received information necessary to
perform their duties.

15.  

4. Budget Performance Monitoring7.  

The contractor should have controls to ensure
performance against budgets is monitored on a
regular basis.

a. Review the contractor's policies and
procedures to determine if they provide
adequate controls to identify and report
potentially significant variances.

1.  

b. Review selected variance reports to
determine if they:

Comply with established guidelines.1.  

Were distributed to appropriate
managers in a timely manner.

2.  

2.  

c. Review the contractor's policies and
procedures to determine if they require
analysis of causes of variances and
follow-up actions to control variances.

3.  

d. Selectively review significant variances
from prior and current analysis reports.
Interview budget department personnel
and individual managers to determine if

4.  

8.  
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follow-up actions are being attempted
prior to revising budgets, in a manner
consistent with established policies and
procedures.

e. Verify that significant operating budget
variances are promptly reflected in
revised forward pricing direct labor and
indirect expense rates and in revised
contract estimates to complete.

5.  

5. Budget Revisions9.  

The contractor should have controls over budget
revisions to ensure that all revisions are justified
and made in a timely manner.

a. Review the contractor's policies and
procedures to determine if management
has established a policy that emphasizes
attempted follow-up actions before
budget revisions are requested.

1.  

b. Review the contractor's policies and
procedures and budgeting practices to
determine if they provide adequate
controls to ensure that budget revisions
are requested, evaluated, and approved
in accordance with management's policy.

2.  

c. Review the contractor's policies and
procedures to determine if they establish
specific controls to ensure that budget
revisions are justified and made in a
timely manner. Determine if controls
are also in place to ensure that changes
to contract EACs are justified and made
timely.

3.  

d. Selectively review budget revision requests
to determine if they were requested,
evaluated, and approved or rejected in
accordance with the criteria defined in the
contractor's policies and procedures or
otherwise established by management.

4.  

e. Selectively review budget revision requests
to determine if they were approved and
communicated to individual managers in a
timely manner.

5.  

10.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

H. Assessment of Control Risk1.  
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1. Considering all five components of internal
control, assess control risk for each of the
relevant control objectives identified in
section G. For each of the objectives,
summarize the characteristics which support
the assessed level of control risk and
specifically identify any internal control
weaknesses or system deficiencies.

1.  

2. Determine if the system is adequate to
reasonably assure proper pricing, administration,
and settlement of Government contracts in
accordance with applicable laws and regulations.

2.  

3. Based on the assessments above, determine
the impact on the scope of other audits.

3.  

4. Update the Internal Control Audit Planning
Summary (see CAM 3-305).

4.  

5. Coordinate the results of audit with the
supervisor. The supervisor and the FAO
manager should review and initial the ICAPS
before the exit conference is performed. If it
is determined that additional audit steps are
needed, any additional planned audit effort
should be accomplished as part of this review
or immediately thereafter. Any delays in
completion of this audit effort should be
documented and approved by management.

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

I. Summary Audit Steps
1. Prepare draft audit report in accordance
with CAM 10-400.

1.  

2. Conduct an exit conference with the contractor
in accordance with CAM 4-304.

2.  

3. Finalize the audit report incorporating the
contractor's response and audit rejoinder.

3.  

4. If the contractor has EVMS covered contracts,
provide comments in the audit report on
whether any findings are likely to impact the
contractor's EVMS (10-407.c). Discuss findings
and recommendations relating to the EVMS
with the Contract Administration Office EVMS
Monitor prior to issuance of the report.
Immediately evaluate the impact of these
findings on specific EVMS covered contracts
and provide the details in flash EVMS

4.  

1.  
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surveillance reports (11-209.2.e).

5. Update the permanent file in accordance with
CAM 4-405.1b (MAAR #3).

5.  

Total Hours6.  

Attachment 1 -- ICM-BDGT

Internal Control Matrix -- Audit Program for Planning and Budget System Controls

Version 3.0
1 July 1999

Review and Evaluation of
Planning and Budget System Controls

Control Objective Control Activities Audit Procedure

1. Functional Organization
The contractor should have a logical budget
and planning organization which includes
the formal assignment of duties and
responsibilities, a system description, and
written policies and procedures.

Assign general responsibilities for all
major aspects of the planning and
budgeting system.

a. Review policies and procedures,
organizational charts, job descriptions, and
other relevant documentation to identify
the major aspects of the planning and
budgeting processes and the organizational
units that perform them.

   

b. Review the contractor's placement of
critical planning and budgeting activities to
determine if they are assigned to logical
organizational units.

 
Maintain a system description which
indicates the flow of work in the
planning and budgeting process.

c. Review the contractor's system
description to determine if it adequately
describes the flow of work in the planning
and budgeting process.

 

Establish and maintain written policies
and procedures for the planning and
budgeting system from development of
strategic objectives to budget preparation
and revision.

d. Review the contractor's policies and
procedures for key planning and budgeting
areas to determine if they describe major
planning and budgeting duties in sufficient
detail to provide an overall understanding
of the operation of these systems.

   

e. Interview selected employees involved
in the budget and planning process to
determine if the contractor's system
description accurately describes the flow of
work in the Budget and Planning System.

   

f. During the remainder of this review, the
auditor should be alert for instances where
the contractor's actual practices are
inconsistent with established policies and
procedures.

2. Strategic and Long-Range Planning
The contractor should have a strategic and
long-range planning process to develop the
long-term goals and objectives that impact
government contracts.

Establish strategic and long-range plans
for all areas which have an impact on
government contracts.

a. Review the contractor's policies and
procedures to determine if they require the
development of strategic and long-range
planning information for all areas which
impact government contracts.
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b. Review strategic and long-range
planning information for the current and
prior periods to determine if the contractor
establishes strategic objectives in all areas
relevant to government contracts.

 

Document strategic and long-range plans
in sufficient detail to enable an
assessment of the reasonableness of the
underlying assumptions, and to facilitate
communication of key information to
personnel responsible for preparing
related budgets

c. Review the contractor's policies and
procedures to determine if they require
adequate documentation of strategic and
long-range plans. This documentation is
required for management to assess the
reasonableness of the underlying
assumptions and to facilitate the
communication of key information to
personnel responsible for preparing related
budgets.

 

Distribute strategic and long-range
planning information to personnel
responsible for preparing related
budgets.

d. Selectively review recent strategic and
long-range planning documentation to
determine if it complies with established
documentation requirements.

   

e. Review the contractor's policies and
procedures to determine if they provide for
the adequate distribution of strategic and
long-range planning information to
personnel responsible for preparing related
budgets.

   

f. Interview selected budgeting personnel
to determine if they had access to relevant
strategic and long-range planning
information and used the information in
preparing related budgets.

3. Preparation of Budgets
The contractor should prepare accurate and
timely budgets that are approved by an
appropriate level of management and
distributed to appropriate personnel.

Prepare budgets for appropriate time
periods and in areas which impact
government contracts.

a. Review the contractor's policies and
procedures to determine if they require the
preparation of budgets in time periods and
areas that significantly impact government
contracts.

   

b. Selectively review recent budget
information to determine if they cover all
areas outlined in the policies and
procedures.

 
Establish specific control procedures to
ensure budgets are prepared in a timely
manner.

c. Review the contractor's policies and
procedures to determine if they provide for
adequate control of the budget process to
ensure that budgets are prepared in a timely
manner.

   

d. Selectively interview personnel involved
in the preparation process for the current
period to determine if they are aware of
specific budget preparation milestones.

   
e. Selectively review budgets from recent
budget periods to determine if they were
prepared in a timely manner.

   

f. For selected budget areas, interview
individual managers to determine when
they received final, approved budgets for
the current budget period, and for several
prior budget periods.
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Establish specific control procedures to
ensure that cost-control or other
budgetary objectives are consistent with
strategic and long-range plans.

g. Review the contractor's policies and
procedures to determine if they require
consistency between budgetary objectives
and strategic and long-range plans.

   
h. Reconcile significant planning
assumptions used in selected budgets with
strategic and long-range plans.

   

i. Determine that program budgets and
contract estimates to complete are an
integral part of the contractor's overall
budgeting system.

   

j. Selectively review budget documentation
from the most recent budgetary period to
determine how recommended management
adjustments were made and the adjusted
budget was resubmitted for final
management approval.

 

Establish specific control procedures to
ensure the integrity of budgeted amounts
from the perspectives of both upper
management and individual managers.

k. Review the contractor's policies and
procedures to determine if they provide
adequate controls to ensure that established
budgets are meaningful and attainable.
• Selectively review budgeted amounts
from the most recently completed
budgetary period to determine if they were
prepared in accordance with established
policies and procedures.

 
Establish specific control procedures to
ensure budgets receive final approval by
an appropriate management level.

l. Review the contractor's policies and
procedures to determine if they require an
appropriate level of management review
and approval of final budgets.

   

m. Selectively review budget documents
distributed to individual managers to
determine if:
• There is evidence of management
approval.
• Management had a reasonable amount of
time to review the budgets before approval.

 

Establish specific control procedures to
ensure that appropriate budget
information is distributed to individual
managers responsible for meeting
budgetary objectives, and to personnel
responsible for monitoring budget
performance.

n. Review the contractor's policies and
procedures to determine if they provide for
controls over the distribution of relevant
budget information to individual managers
responsible for meeting budgetary
objectives and to monitoring personnel.

   

o. Selectively interview individual
managers and monitoring personnel to
determine if they received information
necessary to perform their duties.

4. Budget Performance Monitoring
The contractor should have controls to
ensure performance against budgets is
monitored on a regular basis.

Establish specific control procedures to
ensure actual performance is periodically
compared to budgets, and that variances
are identified and reported.

a. Review the contractor's policies and
procedures to determine if they provide
adequate controls to identify and report
potentially significant variances.
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b. Review selected variance reports to
determine if they:
• Comply with established guidelines.
• Were distributed to appropriate members
of management in a timely manner.

 

Establish specific control procedures to
ensure all possible corrective actions are
identified and implemented in a timely
manner.

c. Review the contractor's policies and
procedures to determine if they require
analysis of causes of variances and
follow-up actions to control variances.

   

d. Selectively review significant variances
from prior and current analysis reports.
Interview budget department personnel and
individual managers to determine if
follow-up actions are being attempted prior
to revising budgets, in a manner consistent
with established policies and procedures.

   

e. Verify that significant operating budget
variances are promptly reflected in revised
forward pricing direct labor and indirect
expense rates and in revised contract
estimates to complete.

5. Budget Revisions
The contractor should have controls over
budget revisions to ensure that all revisions
are justified and made in a timely manner.

Establish specific control procedures to
ensure that any revisions made to
approved budgets are justified.

a. Review the contractor's policies and
procedures to determine if management has
established a policy that emphasizes
attempted follow-up actions before budget
revisions are requested.

 

Establish specific control procedures to
ensure that once the need for a budget
revision is established, it is made in a
timely manner.

b. Review contractor's policies and
procedures and budgeting practices related
to budget revisions to determine if they
provide adequate controls to ensure that
budget revisions are requested, evaluated,
and approved in accordance with
management's policy.

   

c. Review the contractor's policies and
procedures to determine if they establish
specific controls to ensure that budget
revisions are justified and made in a timely
manner. Determine if controls are also in
place to ensure that changes to contract
Each are justified and made timely.

   

d. Selectively review budget revision
requests to determine if they were
requested, evaluated, and approved or
rejected in accordance with the criteria
defined in the contractor's written
procedures or otherwise established by
management.

   

e. Selectively review budget revision
requests to determine if they were
approved and communicated to individual
managers in a timely manner.

Next Section
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCAS403

Audit Program for Cost Accounting Standard No. 403
Allocation of Home Office Expenses to Segments

Version 3.2
1 April 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 403 Allocation of Home Office Expenses To Segments

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 403 establishes criteria for the allocation of home office expenses to
the segments of the organization on the basis of a beneficial or causal relationship. FAR 52.230-2, Cost
Accounting Standards, requires the contractor to comply with the CAS 403 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 403. The audit steps in the program should reflect a documented understanding
between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as
general guidance and should be tailored as determined by audit risk.

4.  

B. Audit Planning Considerations5.  
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Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit Planning
Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS problems) are
integral parts of the planning process and should be considered in developing the extent and frequency of
CAS compliance tests. Before beginning any CAS compliance audit, the auditor should first determine the
contractor is subject to the CAS coverage. If the standard is not applicable to the contractor or
noncompliance with the standard overall has no significant impact on government contract costs, there is
no need to test whether the contractor is complying with the standard. The decision to not test for CAS
compliance should be documented (see CAM 8-305 and DoD CAS Working Group Guidance Paper 76-7).

6.  

Once it is determined that the standard is applicable and material to the government, the auditor should
assess which provisions of the standard are significant to the contractor; the extent reliance may be placed
on the contractor's system of internal controls to ensure compliance; and the results of relevant other audits
(e.g., results of prior compliance audits, Disclosure Statement revisions, etc.). The decision to not test
whether the contractor is complying with specific provisions of the standard should be documented.

7.  

The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated without a
budget. The assignment is then provided to the auditor to perform the risk assessment, establish the audit
scope, tailor the audit program, determine the budgeted hours by major audit step, and total the budgeted
hours for the audit. The auditor and supervisor then review the risk assessment to discuss and agree on the
audit scope and budgeted hours for the assignment.

8.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning

a. CAS 403, applicable sections of CAM
(e.g. CAM Read and become familiar
with the criteria in 7-1403, 8-403), and
any recent Headquarters guidance not
incorporated in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g. Parts
IV, VII, VIII) to become familiar with
the disclosed accounting practices.
Determine if the contractor's accounting
system has remained unchanged since
the last CAS compliance audit. If
changes have occurred, adjust audit
scope accordingly.

2.  

c. Examine the FAO permanent files
(including ICAPS or SHORTICQ, audit
leads from other relevant audits, and
MAARs Control Log) and prior audit
workpackages to determine what data
are available, what audit steps were
done in the past, and the results from
those steps. This will identify areas of

3.  

1.  

1.  
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high risk and/or areas where limited or
no compliance testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting
officer and, if appropriate, other
customers to identify, understand, and
document any concerns they may have
or areas which should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas
highlighted in CAM 4-302 with
particular emphasis on:

(1) Requesting the contractor's
explanation of the internal control
structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and
related follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work
of others, the file should contain the
required documentation (see
CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting system,
and relevant policies, procedures, and
practices) to assure compliance with
laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the
materiality criteria in 48 CFR 9903.305:

(1) Assess the audit risk and
determine the scope of audit and
extent of compliance testing to
be performed.

1.  

(2) Update the information in the
permanent files as needed.

2.  

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete
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D. Detailed Audit Requirements1.  

The audit steps are presented by the major
segments of the standard as follows:

1. Determine that home office expenses
are allocated on the basis of the beneficial
or causal relationship between supporting
and receiving activities:

a. Expenses incurred for specific
segments are to be allocated directly
to those segments to the maximum
extent practical (CAS 403.40(a)(1)).

1.  

b. Expenses not directly allocated shall be
grouped into logical and homogeneous
expense pools and allocated to segments
on an appropriate base (CAS 403.40(a)(1)).

2.  

c. Home office expenses not allocated in
accordance with a. or b. above should be
considered residual and shall be allocated
to all segments in the following manner
(CAS 403.40(c)):

(1) If significant, pursuant to the three
factor formula described in
CAS 403.50(c)(1). [See
CAS 403.40(c)(2) to determine
significance].

1.  

(2) If not significant, by means of a
base representative of the total
activity of all segments
(CAS 403.40(c)(1)).

2.  

3.  

1.  

2. A special allocation of residual expenses can
be agreed to between the contracting officer
and the contractor when a particular segment
receives significantly more or less benefit
than would be reflected by an allocation made
under 1.c. above. The amount of such a
special allocation shall be excluded from the
pool of residual expenses and such segment's
data shall be excluded from the allocation
base (CAS 403.40(c)(3) and CAS 403.50(d)).

2.  

3. If a special allocation method is used to
distribute residual expenses, verify that the
ACO agreed to the allocation before it was
implemented. If an agreement is in place,
ensure that the accounting treatment is
appropriate and warranted based on the
benefits received by the segment and/or cost
of the corporate function devoted to the

3.  

2.  
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segment.

4. No segment shall have allocated to it as an
indirect cost, either through a homogeneous
expense pool, any cost, if other costs
incurred for the same purpose have been
allocated directly to that or any other
segment (CAS 403.40(a)(2)).

4.  

5. Where the expense of a given function is to
be allocated by means of a particular
allocation base, all segments shall be included
in the base unless a segment did not receive
significant benefits from, or contribute
significantly to, the cause of the expense to
be allocated (CAS 403.50(a)(2)).

5.  

6. The allocation of centralized service
functions shall be governed by a hierarchy
of preferable allocation techniques which
represent beneficial or causal relationships.

a. The preferred representation of such
relationships is a measure of the activity
of the supporting function.

1.  

b. If such measures are unavailable or
impractical to ascertain, then a measure
of the output of the supporting function
will be used.

2.  

c. When neither activity nor output of a
supporting function can be practically
measured, a surrogate which reasonably
measures the activity of the segments
receiving the service will be used
(CAS 403.50(b)(2)).

3.  

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor should
only report those noncompliances which are
considered material (see CAM 8-302.7).
Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network (see
CAM 8-302.4 & 8-302.6). Coordination
should be both before and after discussion of

2.  

1.  
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results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to
reserve the Government's right should the
cost impact become material
(see FAR 30.602)

3. Prepare draft audit report in accordance
with CAM 10-805 (activity code 194XX)
when no instances of noncompliances are
found, or CAM 10-806 (activity code 19200)
when instances of noncompliances are found.

3.  

4. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

4.  

5. Finalize audit report incorporating the
contractor's response and audit rejoinder, if
applicable.

5.  

6. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

6.  

Total Hours7.  

Next Section

Open this portion of the document in Word (23 KB)
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Open this portion of the document in Word (26 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCAS404

Audit Program for Cost Accounting Standard No. 404
Capitalization of Tangible Assets

Version 3.4
1 May 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 404

Capitalization of Tangible Assets
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 404 establishes criteria for determining the acquisition costs of
tangible assets which are to be capitalized. It does not cover depreciation or disposition of fixed assets,
which is covered by CAS 409. FAR 52.230-2, Cost Accounting Standards, requires the contractor to
comply with the CAS 404 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 404. The audit steps in the program should reflect a documented understanding
between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as

4.  
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general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1-3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 404, applicable sections
of CAM (e.g. 8-404), and any recent
Headquarters guidance not incorporated
in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g.
Parts IV, V,) to become familiar with
the disclosed accounting practices.
Determine if the contractor's
accounting system has remained
unchanged since the last CAS
compliance audit. If changes have
occurred, adjust audit scope accordingly.

2.  

c. Examine the FAO permanent files
(including ICAPS or SHORTICQ, audit
leads from other relevant audits, and

3.  

1.  

1.  
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MAARs Control Log) and prior audit
work packages to determine what data
are available, what audit steps were done
in the past, and the results from those
steps. This will identify areas of high
risk and/or areas where limited or no
compliance testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting
officer and, if appropriate, other
customers to identify, understand, and
document any concerns they may have
or areas which should be reviewed.

4.  

2. Entrance Conference and Preparation2.  

Arrange and conduct an entrance conference
covering the areas highlighted in CAM 4-302
with particular emphasis on:

a. Requesting the contractor's explanation
of the internal control structure.

(1) Any changes since the last audit.1.  

(2) The contractor's monitoring
process.

2.  

(3) Any identified weaknesses which
may have been reported and
related follow-up actions.

3.  

1.  

b. If reliance is to be placed on the work
of others, the file should contain the
required documentation
(see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting
system, and relevant policies,
procedures, and practices) to assure
compliance with laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the materiality
criteria in 48 CFR 9903.305:

(1) Assess the audit risk and determine
the scope of audit and extent of
compliance testing to be
performed.

1.  

(2) Update the information in the
permanent files as needed.

2.  

4.  

3.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Steps1.  

The audit steps are presented by the major segments
of the standard as follows:

1. Written Policy

a. Determine that the contractor has a
written capitalization policy that is
reasonable and consistently applied
(CAS 404.40(a)).

1.  

b. Determine that the written policy
designates economic and physical
characteristics as follows:

(1) The minimum service life
criterion, which shall not
exceed 2 years, but which may
be a shorter period.

1.  

(2) The minimum acquisition cost
criterion, which shall not exceed
$5,000, but which may be a
smaller amount.

2.  

(3) Specific characteristics which are
pertinent to its capitalization
policy decisions (e.g., class of
asset, physical size, identifiability
and controllability, the extent of
integration or independence of
constituent units).

3.  

(4) Identification of asset
accountability units to the
maximum extent practical.

4.  

(5) Higher minimum dollar
limitations than those in (2) above
may be designated for original
complement of low-cost
equipment and for betterments
and improvements if such
higher limitations are reasonable
in the contractor's circumstances
(CAS 404.40(b)(4)).

5.  

2.  

1.  

2. Acquisition Cost

a. Determine that tangible assets which
either meet the criteria in 1.b.(1) and
1.b.(2) or the criterion in 1.b.(5) above

1.  

2.  

2.  
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are capitalized.

b. Determine that costs incurred
subsequent to the acquisition of tangible
capital assets which result in either
extending the life or increasing the
productivity of that asset (e.g.,
betterments and improvements) and
which meet the contractor's established
criteria for capitalization shall be
capitalized with appropriate accounting
for replaced asset accountability units.
However, costs incurred for repairs and
maintenance to a tangible capital asset
which either restore the asset to, or
maintain it at, its normal or expected
service life or production capacity shall
be treated as costs of the current period
(CAS 404.40(d)).

2.  

c. Determine that the purchase price has
been adjusted to the extent practical by
premiums and extra charges paid or
discounts and credits received which
properly reflect an adjustment in the
purchase price (CAS 404.50(a)(1)).

3.  

d. Determine that the purchase price is the
consideration given in exchange for an
asset and is determined by cash paid or
amount equivalent to what would be
the cash price basis. If the amount is
not available, determine that the current
value of the consideration given in
exchange is reasonable (e.g., market
value or fair value). Refer to CAS 404.50
and CAM Chapter 8-404.1 for details
and examples.

4.  

e. Determine that donated assets, which
at the time of receipt, meet the
contractor's criteria for capitalization
shall be capitalized at their fair value
at that time.

5.  

f. Determine that all costs necessary to
prepare the asset for use including the
cost of placing the asset in location and
bringing it to a condition for normal or
expected use are capitalized, such as
initial inspection and testing, installation,
and similar expenses where material in
amount (CAS 404.50(a)(2)).

6.  
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3. Self Constructed Assets3.  

Determine that tangible capital assets
constructed or fabricated by a contractor
for its own use are capitalized at amounts
which include all indirect costs properly
allocable to such assets. This includes G&A
and cost of money when such expenses are
identifiable with the constructed asset and
are material in amount (CAS 404.50(b)).

4.  

4. Less Than Arm's Length Transaction5.  

If the acquisition by purchase or donation of
previously used tangible capital asset is not
an arm's length transaction, the acquisition
cost shall be limited to the capitalized cost of
the asset to the owner who last acquired the
asset through an arm's length transaction,
reduced by depreciation charges from date of
that acquisition to date of gift or sale
(CAS 404.50(c)).

6.  

5. Capitalization -- Purchase Method

a. Business Combinations taking place prior
to the applicability date of the
15 April 1996 Revision to CAS 404.

1.  

Determine that the asset is capitalized at
an amount which does not exceed the fair
value at date of acquisition. Where the
fair value of identifiable acquired assets
less liabilities assumed exceeds the
purchase price of the acquired company
in an acquisition under the "purchase
method" the value otherwise assignable
to tangible capital assets shall be reduced
by a proportionate part of the excess
(CAS 404.50(d)).

2.  

b. Business Combinations taking place After
the Applicability Date of the 15 April 1996
Revision to CAS 404.

(1) If the assets generated either
depreciation expense or cost of
money charges during the most
recent cost accounting period prior
to a business combination, determine
that the assets are capitalized by the
buyer at the net book value (no
step-up, no step-down) of the assets
as reported by the seller at the time
of the transaction

1.  

3.  

7.  
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(CAS 404.50(d)(1)).

(2) If the assets did not generate either
depreciation or cost of money
charges in the most recent year,
determine that the assets are
capitalized at an amount which does
not exceed the fair value at the date
of acquisition. When the fair value
of identifiable acquired assets less
liabilities assumed exceeds the
purchase price of the acquired
company, the value otherwise
assignable to tangible capital assets
shall be reduced by the excess
(CAS 404.50(d)(2)).

2.  

6. Capitalization -- Pooling of Interests Method8.  

Determine that the asset is capitalized at the
value established for financial accounting
purposes for determining the cost of such
assets (CAS 404.50(e)).

9.  

7. Asset Accountability Units10.  

Asset accountability units shall be identified
and separately capitalized at the time the
assets are acquired. However, whether or
not the contractor identifies and separately
capitalizes a unit initially, the contractor shall
remove the unit from the asset accounts
when it is disposed of and, if replaced, its
replacement shall be capitalized
(CAS 404.50(f)).

11.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor should
only report those noncompliances which are
considered material (see CAM 8-302.7).
Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4 & 8-302.6). Coordination
should be both before and after discussion
of results with the contractor. The ACO
should be apprised of noncompliance

2.  

1.  
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matters at the earliest possible date. If a
noncompliance is considered immaterial,
recommend to the ACO that the contractor
be notified to reserve the Government's right
should the cost impact become material
(see FAR 30.602)

3. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when
no instances of noncompliances are found,
or CAM 10-806 (activity code 19200) when
instances of noncompliances are found.

3.  

4. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

4.  

5. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

5.  

6. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

6.  

Total Hours7.  

Next Section

Open this portion of the document in Word (26 KB)
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Open this portion of the document in Word (24 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCAS407

Audit Program for Cost Accounting Standard No. 407
Use of Standard Costs for Direct Material and Direct Labor

Version 3.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 407

Use of Standard Costs for Direct Material and Direct Labor
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 407 establishes criteria under which standard costs may be used for
estimating, accumulating, and reporting costs of direct material and direct labor. It also provides criteria
relating to the establishment of standards, accumulation of standard costs, and the accumulation and
disposition of variances from standard costs. The cost accounting standard is not intended to cover the use
of preestablished measures solely for estimating. FAR 52.230-2, Cost Accounting Standards, requires the
contractor to comply with the CAS 407 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 407. The audit steps in the program should reflect a documented understanding

4.  
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between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as
general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1 & 3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 407, applicable sections
of CAM (e.g. 8-407), and any recent
Headquarters guidance not incorporated
in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g. Part II)
to become familiar with the disclosed
accounting practices. Determine if the
contractor's accounting system has
remained unchanged since the last CAS
compliance audit. If changes have
occurred, adjust audit scope accordingly.

2.  

c. Examine the FAO permanent files
(including ICAPS or SHORTICQ, audit

3.  

1.  

1.  
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leads from other relevant audits, and
MAARs Control Log) and prior audit
workpackages to determine what data
are available, what audit steps were
done in the past, and the results from
those steps. This will identify areas of
high risk and/or areas where limited or
no compliance testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting
officer and, if appropriate, other
customers to identify, understand, and
document any concerns they may have
or areas which should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas
highlighted in CAM 4-302 with
particular emphasis on:

(1) Requesting the contractor's
explanation of the internal
control structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and
related follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work
of others, the file should contain the
required documentation
(see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting
system, and relevant policies,
procedures, and practices) to assure
compliance with laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the
materiality criteria in 48 CFR 9903.305:

(1) Assess the audit risk and
determine the scope of audit and
extent of compliance testing to be
performed.

1.  

(2) Update the information in the2.  

4.  

2.  
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permanent files as needed.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Requirements1.  

The audit steps are presented by the major segments
of the standard as follows:

1. Determine that standard costs are used
only when:

a. They are entered into the books of
account;

1.  

b. Standard costs and related variances
are accounted for at the level of the
production unit;

2.  

c. Practices for setting, revising, and
using the standards, as well as the
disposition of variances are stated
in writing and consistently followed
(CAS 407.40(a), (b), and (c)).

3.  

1.  

2. Determine that the written statement of
practices includes:

a. The bases and criteria used in setting
and revising standards;

1.  

b. The period during which standards are
to remain effective;

2.  

c. The level at which material-quantity
standards and labor-time standards are
set; and

3.  

d. Conditions which material-price
standards and labor rate standards are
designed to reflect (CAS 407.50(a)(1)).

4.  

2.  

3. When a labor-rate standard is set to cover a
category of direct labor, determine that the
functions performed within that category
are not materially disparate and the
employees involved are interchangeable
with respect to the functions performed
(CAS 407.50(a)(3)).

3.  

4. When a labor-rate standard is set to cover
a group of direct labor workers who
perform disparate functions, determine
that:

a. The group of workers all work in a
single production unit yielding

1.  

4.  

2.  
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homogeneous outputs; or

b. The group of workers, in performance
of their respective functions, forms an
integral team (CAS 407.50(a)(4)).

2.  

5. Material-price variances may be recognized
at he time purchases are entered into the
books of account or at the time costs are
allocated to production units
(CAS 407.50(b)(1)).

5.  

6. When material price variances are recognized
at the time the purchases of material are
entered into the books of account, determine
that the variances are accumulated separately
by homogeneous groupings of material.
Insignificant variances may be included in
appropriate indirect cost pools. Significant
variances of each homogeneous grouping
shall be allocated:

a. At least annually to items in
purchased-item inventory and to
production units receiving items from
that homogeneous group of materials.

1.  

b. On the basis of standard cost of
material received, and

2.  

c. Consistently, as required by the
standard (CAS 407.50(b)(3)).

3.  

6.  

7. When material-price variances are recognized
at the time material cost is allocated to
production units or when material-price
variances are allocated to production units,
the variances may be combined with material-
quantity variances into one material cost
variance for that production unit. A separate
material-cost variance shall be accumulated for
each production unit (CAS 407.50(b)(5)).

7.  

8. Determine that labor-cost variances are
recognized at the time labor cost is introduced
into production units. Labor-rate variances
and labor-time variances may be combined
into one labor-cost variance account. A
separate labor-cost variance shall be
accumulated for each production unit
(CAS 407.50(c)).

8.  

9. Determine that a contractor's established
practices regarding disposition of variances
accumulated by production unit shall be in
accordance with the following:

9.  
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a. Significant variances must be allocated
to cost objectives at least annually.

(1) Variances related to material shall
be allocated on the basis of
material cost at standard, or where
outputs are homogeneous, on the
basis of units of output.

1.  

(2) Variances related to labor shall be
allocated on the basis of labor cost
at standard, labor hours at standard,
or where outputs are homogeneous,
on the basis of units of output.

2.  

1.  

b. Immaterial variances may be included in
appropriate indirect cost pools
(CAS 407.50(d)).

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor should
only report those noncompliances which are
considered material (see CAM 8-302.7).

2.  

3. Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4 & 8-302.6). Coordination
should be both before and after discussion of
results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to reserve
the Government's right should the cost impact
become material (see FAR 30.602).

3.  

4. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when no
instances of noncompliances are found, or
CAM 10-806 (activity code 19200) when
instances of noncompliances are found.

4.  

5. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

5.  

6. Finalize audit report incorporating the
contractor's response and audit rejoinder,

6.  

1.  
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if applicable.

7. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

7.  

Total Hours8.  

Next Section

Open this portion of the document in Word (24 KB)
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Open this portion of the document in Word (22.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCAS408

Audit Program for Cost Accounting Standard No. 408
Accounting for Costs of Compensated Personal Absence

Version 3.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 408

Accounting for Costs of Compensated Personal Absence
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 408 establishes criteria for uniformity in the measurement of costs of
vacation, sick leave, holiday, and other compensated personal absence for a cost accounting period.
Thereby increasing the probability that the measured costs are allocated to the proper cost objective. FAR
52.230-2, Cost Accounting Standards, requires the contractor to comply with the CAS 408 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 408. The audit steps in the program should reflect a documented understanding
between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as

4.  
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general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 408, applicable sections
of CAM (e.g. 8-408), and any recent
Headquarters guidance not incorporated
in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g.
Parts III, VI) to become familiar with
the disclosed accounting practices.
Determine if the contractor's accounting
system has remained unchanged since
the last CAS compliance audit. If
changes have occurred, adjust audit
scope accordingly.

2.  

c. Examine the FAO permanent files
(including ICAPS or SHORTICQ, audit
leads from other relevant audits, and

3.  

1.  

1.  
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MAARs Control Log) and prior audit
workpackages to determine what data
are available, what audit steps were done
in the past, and the results from those
steps. This will identify areas of high
risk and/or areas where limited or no
compliance testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting
officer and, if appropriate, other
customers to identify, understand, and
document any concerns they may have
or areas which should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas
highlighted in CAM 4-302 with
particular emphasis on:

(1) Requesting the contractor's
explanation of the internal
control structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and
related follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work
of others, the file should contain the
required documentation
(see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting system,
and relevant compliance with laws

3.  

d. From the information gathered in the
preceding steps and using the materiality
criteria in 48 CFR 9903.305:

(1) Assess the audit risk and determine
the scope of audit and extent of
compliance testing to be performed.

1.  

(2) Update the information in the
permanent files as needed.

2.  

4.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Requirements1.  

The audit steps are presented by the major segments
of the standard as follows:

1. Determine that the costs of compensated
absence are:

a. Assigned to the accounting period in
which entitlement was earned. In
absence of a determinable liability,
costs of compensated personal absence
will be considered earned in the
accounting period in which it is paid
(CAS 408.40(a)).

1.  

b. Allocated pro-rata on an annual basis
among final cost objectives of the
period (CAS 408.40(b)).

2.  

1.  

2. Determine that entitlement is computed as
of the first calendar day or the first business
day of a cost accounting period based on
service in the preceding cost accounting
period. The entitlement shall be considered
to have been earned, and the employer's
liability to have arisen, as of the close of
the preceding cost accounting period
(CAS 408.50(b)(2)).

2.  

3. Determine that the costs for compensated
personal absence are (CAS 408.50(a)):

a. Made separately for each plan (sick
leave, vacation, holiday, etc.).

1.  

b. Revised when the plan is changed.2.  

3.  

4. Determine that the computation of the cost
of compensated personal absence gives effect
to the employer's liability which shall
(CAS 408.50(c)):

a. Include all earned entitlement which
exists at the time the liability is
determined.

1.  

b. Be reduced for anticipated significant
nonutilization.

2.  

c. Be consistency estimated either in
terms of current or anticipated wage.

3.  

4.  

5. If the liability determined in step D.4 exceeds5.  

2.  
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the liability determined by using the
contractor's prior practice, the excess shall be
held in suspense (CAS 408.50(d)(1)).

6. If a plan or custom is changed or a new plan
or custom is adopted, determine that a
comparison is made of the employer's liability
using the old and new practice at the beginning
of the first cost accounting period for which
the new plan or custom is effective. The
excess liability, if any, computed using the
new practice when compared to the liability
computed using the old practice shall be
held in suspense (CAS 408.50(d)(2)).

6.  

7. Determine that the amount held in suspense
is reduced, at the end of each cost accounting
period, by the excess of the suspense amount
at the beginning of the period over the liability
at the end of the period. The excess shall be
added to the cost of compensated personal
absence assigned to the cost accounting
period (CAS 408.50(d)(3)).

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor
should only report those noncompliances
which are considered material
(see CAM 8-302.7).

2.  

3. Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4 & 8-302.6). Coordination
should be both before and after discussion of
results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to
reserve the Government's right should the
cost impact become material (see FAR 30.602).

3.  

4. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when no
instances of noncompliances are found, or

4.  

1.  
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CAM 10-806 (activity code 19200) when
instances of noncompliances are found.

5. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

5.  

6. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

6.  

7. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

7.  

Total Hours8.  

Next Section

Open this portion of the document in Word (22.5 KB)
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Open this portion of the document in Word (30.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCAS409

Audit Program for Cost Accounting Standard No. 409
Depreciation of Tangible Capital Assets

Version 3.2
7 May 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 409

Depreciation of Tangible Capital Assets
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 409 establishes criteria for assigning costs of tangible capital assets to
cost accounting periods and for allocating such costs in an objective and consistent manner. The standard
does not apply where compensation for tangible capital asset usage is based on use allowances as provided
in Office of Management and Budget Circular Nos. A-21, A-87, and A-122 or other appropriate
acquisition regulations. Nor does it cover nonwasting assets or natural resources which are subject to
depletion. FAR 52.230-2, Cost Accounting Standards, requires the contractor to comply with the CAS 409
criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's4.  
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compliance with CAS 409. The audit steps in the program should reflect a documented understanding
between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as
general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 409, applicable sections
of CAM (e.g. 8-409), and any recent
Headquarters guidance not incorporated
in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g. Part V)
to become familiar with the disclosed
accounting practices. Determine if the
contractor's accounting system has
remained unchanged since the last CAS
compliance audit. If changes have
occurred, adjust audit scope accordingly.

2.  

c. Examine the FAO permanent files3.  

1.  

1.  
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(including ICAPS or SHORTICQ, audit
leads from other relevant audits, and
MAARs Control Log) and prior audit
work packages to determine what data
are available, what audit steps were
done in the past, and the results from
those steps. This will identify areas of
high risk and/or areas where limited or
no compliance testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting
officer and, if appropriate, other
customers to identify, understand, and
document any concerns they may have
or areas which should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas
highlighted in CAM 4-302 with
particular emphasis on:

(1) Requesting the contractor's
explanation of the internal
control structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and
related follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work of
others, the file should contain the required
documentation (see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting
system, and relevant policies,
procedures, and practices) to assure
compliance with laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the materiality
criteria in 48 CFR 9903.305:

(1) Assess the audit risk and determine
the scope of audit and extent of
compliance testing to be performed.

1.  

(2) Update the information in the
permanent files as needed.

2.  

4.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Requirements1.  

The audit steps are presented by the major segments
of the standard as follows:

Determine that the depreciable cost of a
tangible capital asset (or group of assets) are
assigned to cost accounting periods in
accordance with the following criteria:

1.  

1. Measurement of Depreciable Cost

a. The depreciable cost of a tangible
capital asset shall be its capitalized cost
less its estimated residual value (a
current forecast of the proceeds less
removal and disposal costs, if any) to
be realized upon disposition of a
tangible capital asset. It usually is
measured by the net proceeds from the
sale or other disposition of the asset,
or its fair value if the asset is traded in
on another asset (CAS 409.40(a)(1)).

1.  

b. Capitalized cost should be the acquisition
cost of the asset, adjusted for additions
and retirements. Acquisition cost should
be verified to a supporting detailed asset
ledger or to other supporting
documentation such as purchase orders,
vendor invoices, or canceled checks.

2.  

c. Estimated residual values shall be
determined for all tangible capital assets
(or group of assets). For tangible
personal property, only estimated
residual values which exceed ten percent
of the capitalized cost of the asset (or
group of assets) need be used in
establishing depreciable costs. Residual
value need not be considered in
determining depreciable costs if the
declining balance method of depreciation
or the class life asset depreciation range
method is used. No depreciation cost
shall be charged which would
significantly reduce book value of an
asset or group of assets below residual
value (CAS 409.50(h)).

3.  

2.  

2.  
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d. Where changes are made to the
estimated service life, residual value or
method of depreciation during the life
of a tangible capital asset, the remaining
depreciable cost for cost accounting
purposes shall be limited to the
undepreciated cost of the assets and shall
be assigned only to the cost accounting
period in which the change is made and
to subsequent periods (CAS 409.50(i)).

4.  

e. A consistent policy shall be followed in
determining the depreciable cost to be
assigned to the beginning and ending
periods of asset use (CAS 409.50(c)).

5.  

f. Depreciation shall begin when the asset
is ready for use in a normal fashion
(CAS 409.50(b)).

6.  

2. Estimated Service Lives

a. The estimated service life of a tangible
capital asset (or group of assets) shall
be used to determine the cost
accounting periods to which the
depreciable cost will be assigned
(CAS 409.40(a)(2)).

1.  

b. Estimated service lives for tangible
capital assets shall be reasonable
approximations of their expected
actual periods of usefulness,
considering the following physical
and economic factors which may be
taken into account (CAS 409.50(a)):

(1) Quantity and quality of expected
output, and the timing thereof,

1.  

(2) Costs of repair and maintenance,
and the timing thereof,

2.  

(3) Standby or incidental use, and the
timing thereof, and

3.  

(4) Technical or economic obsolescence
of the asset (or group of assets), or
of the product or service it is
involved in producing.

4.  

2.  

c. The estimate of the expected actual period
of usefulness need not include the
additional period tangible capital assets
are retained for standby or incidental use
where adequate records are maintained
which reflect the withdrawal from active

3.  

3.  
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use (CAS 409.50(e)).

d. Actual periods of usefulness shall be
those periods which are supported by
adequate records of past usage for a
sample of like assets used in similar
circumstances appropriately modified
for specifically identifiable factors
expected to influence future lives
(CAS 409.50(e)(1)).

4.  

e. The basis used for estimating service
lives shall be predicated on supporting
records of experienced lives and shall
be consistently used (CAS 409.50(e)(2)).

5.  

f. The records required shall be developed
from current and historical fixed asset
records and be available 2 years after the
Standard is to be followed. Estimated
service lives for financial accounting
purposes, if not unreasonable, shall be
used until adequate supporting records
are available (CAS 409.50(e)(3)).

6.  

g. Estimated service lives for tangible
capital assets for which the contractor
has no available data shall be established
based on a projection of the actual
period of usefulness, but shall not be less
than asset guideline periods (mid-range)
established for asset guideline classes
under Revenue Procedure 72-10
(CAS 409.50(e)(4)).

7.  

h. The estimated service life and method
of depreciation to be used for an original
complement of low-cost equipment shall
be based on the expected consumption
of services over the expected useful life
of the complement as a whole and shall
not be based on the individual items
which form the complement
(CAS 409.50(g)).

8.  

i. Depreciable spare parts which are
required for the operation of tangible
capital assets shall be accounted for
over the service life of such assets
(CAS 409.50(b)).

9.  

3. Method of Depreciation4.  

Determine that the method of depreciation
selected reflects the pattern of consumption

5.  
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of services over the life of the asset
(CAS 409.40(a)(3)).

a. The appropriate method of depreciation
should be selected as follows:

An accelerated method of
depreciation is appropriate where
the expected consumption of asset
services is significantly greater in
early years of asset life
(CAS 409.50(f)(3)(i)).

1.  

The straight-line method of
depreciation is appropriate where
the expected consumption of asset
services is reasonably level over
the service life of the asset (or
group of assets)
(CAS 409.50(f)(3)(ii)).

2.  

1.  

b. The method of depreciation used for
financial accounting purposes shall be
used for contract costing unless
(CAS 409.50(f)(1)):

Such method does not reasonably
reflect the expected consumption
of services for the tangible capital
asset to which applied, or

1.  

The method is unacceptable for
Federal Income Tax purposes.

2.  

2.  

c. After the date of initial applicability of
this Standard, selection of methods of
depreciation for newly acquired assets
which are different from the methods
currently being used for like assets in
similar circumstances shall be supported
by projections of the expected
consumption of services of those assets
to which the different methods of
depreciation shall apply
(CAS 409.50(f)(2)).

3.  

4. Accounting for Gains and Losses6.  

Determine that the gain or loss recognized
upon disposition is assigned to the cost
accounting period in which the disposition
occurs (CAS 409.40(a)(4)).

a. The gain or loss for each asset disposed
of is the difference between the net
amount realized, including insurance
proceeds in the event of involuntary

1.  

7.  
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conversion, and its undepreciated
balance. However, the gain to be
recognized for contract costing
purposes shall be limited to the
difference between the original
acquisition cost of the asset and its
undepreciated balance
(CAS 409.50(j)(1)).

b. Gains and losses on the disposition of
tangible capital assets shall not be
recognized where (CAS 409.50(j)(2)):

Assets are grouped and such gains
and losses are processed through
the accumulated depreciation
account or,

1.  

The asset is given in exchange as
part of the purchase price of a
similar asset and the gain or loss
is included in computing the
depreciable cost of the new asset.

2.  

2.  

c. Where the disposition results from an
involuntary conversion and the asset is
replaced by a similar asset, gains and
losses may either (CAS 409.50(j)(2)):

Be recognized in the period of
disposition, or

1.  

Used to adjust the depreciable
cost base of the new asset.

2.  

3.  

d. The contracting parties may account for
gains and losses arising from mass or
extraordinary dispositions in a manner
which will result in treatment equitable
to all parties (CAS 409.50(j)(3)).

4.  

e. Gains and losses on disposition of
tangible capital assets transferred in
other than an arms-length transaction
and subsequently disposed of within
12 months from the date of transfer
shall be assigned to the transferor
(CAS 409.50(j)(4)).

5.  

f. Gains and losses are not recognized in
business combinations taking place
after the applicability date of the
15 April 1996 revision to CAS 409,
if the assets generated either
depreciation expense or cost of money
charges during the most recent cost

6.  
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accounting period prior to a business
combination.

5. Allocation of Depreciation Cost8.  

The annual depreciation cost shall be allocated
to cost objectives for which it provides service
in accordance with the following criteria
(CAS 409.40(b)):

a. Depreciation cost may be charged directly
to cost objectives only if such charges are
made on the basis of usage and only if
depreciation costs of all like assets used
for similar purposes are charged in the
same manner.

1.  

b. Where tangible capital assets are part of,
or function as, an organizational unit
whose costs are charged to other cost
objectives based on measurement of the
services provided by the organizational
unit, the depreciation cost of such assets
shall be included as part of the cost of
the organizational unit.

2.  

c. Depreciation costs which are not
allocated in accordance with a. and b.
above shall be included in appropriate
indirect cost pools.

3.  

d. The gain or loss which is recognized
upon disposition of a tangible asset,
where material in amount, shall be
allocated in the same manner as the
depreciation cost of the asset has been
or would have been allocated for the
cost accounting period in which the
disposition occurs. Where such gain
or loss is not material, the amount may
be included in an appropriate indirect
cost pool.

4.  

9.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor
should only report those noncompliances
which are considered material

2.  

1.  
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(see CAM 8-302.7).

3. Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4 & 8-302.6). Coordination
should be both before and after discussion of
results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to reserve
the Government's right should the cost impact
become material (see FAR 30.602).

3.  

4. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when no
instances of noncompliances are found, or
CAM 10-806 (activity code 19200) when
instances of noncompliances are found.

4.  

5. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

5.  

6. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

6.  

7. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

7.  

Total Hours8.  

Next Section
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCAS410

Audit Program for Cost Accounting Standard No. 410
Allocation of Business Unit General and Administrative Expenses to Final

Cost Objectives

Version 3.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 410

Allocation of Business Unit General and Administrative Expenses to Final Cost Objectives
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 410 establishes criteria for the allocation of general and administrative
(G&A) expenses to final cost objectives and furnishes guidelines for the type of expenses that should be
included in the G&A expense pool. It also establishes that G&A expenses shall be allocated on a cost input
base which best represents the total activity of the business. FAR 52.230-2, Cost Accounting Standards,
requires the contractor to comply with the CAS 410 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 410. The audit steps in the program should reflect a documented understanding

4.  
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between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as
general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 410, applicable sections
of CAM (e.g. 8-410), and any recent
Headquarters guidance not incorporated
in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g. Parts III,
IV, and VIII) to become familiar with the
disclosed accounting practices. Determine
if the contractor's accounting system has
remained unchanged since the last CAS
compliance audit. If changes have
occurred, adjust audit scope accordingly.

2.  

c. Examine the FAO permanent files
(including ICAPS or SHORTICQ, audit

3.  

1.  

1.  
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leads from other relevant audits, and
MAARs Control Log) and prior audit
workpackages to determine what data
are available, what audit steps were done
in the past, and the results from those
steps. This will identify areas of high
risk and/or areas where limited or no
compliance testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting
officer and, if appropriate, other
customers to identify, understand, and
document any concerns they may have
or areas which should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas
highlighted in CAM 4-302 with
particular emphasis on:

(1) Requesting the contractor's
explanation of the internal
control structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and
related follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work
of others, the file should contain the
required documentation
(see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting
system, and relevant policies,
procedures, and practices) to assure
compliance with laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the
materiality criteria in 48 CFR 9903.305:

(1) Assess the audit risk and
determine the scope of audit and
extent of compliance testing to be
performed.

1.  

(2) Update the information in the2.  

4.  

2.  
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permanent files as needed.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Requirements1.  

The audit steps are presented by the major segments
of the standard as follows:

1. Determine if G&A expenses meeting the
standards are grouped in a separate pool
and allocated only to final cost objectives
(CAS 410.40(a)).

1.  

2. Expenses which are not G&A expenses
but are insignificant in amount may be
included in the G&A expense pool
(CAS 410.50(c)).

2.  

3. Expenses which do not meet the standard's
definition of G&A but which have been
previously included in G&A may remain
there unless they can be allocated on a better
base than the selected G&A base
(CAS 410.40(d)).

3.  

4. The G&A expense pool may be combined
with other expenses provided that the
selected allocation base is appropriate for
both and the G&A expenses can be
identified separately (CAS 410.50(b)).

4.  

5. Ensure home office expenses received by
a segment are allocated to the segment's
cost objectives as follows:

a. If related to the unit as a whole, shall
be included in the unit's G&A pool
(CAS 410.50(g)(1)).

1.  

b. If beneficial/causal relationship to a final
cost objective is measurable, shall be
allocated in proportion thereto
(CAS 410.50(g)(2)).

2.  

5.  

6. Ensure G&A expenses of a segment incurred
by another segment are removed from the
incurring segment's G&A pool and allocated
to the benefiting segment on a beneficial or
causal relationship (CAS 410.50(a)).

6.  

7. When a segment performs home office
functions and also performs as an operating
segment, determine if the expense of the
home office functions are segregated and

7.  

2.  
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allocated on a causal/beneficial relationship
to all causing or benefiting segments
(CAS 410.50(h)).

8. Determine if G&A expenses are allocated to
final cost objectives by means of a cost input
base representing the total activity of the
business unit for the cost accounting period
(CAS 410.40(b)(1)). The cost input base
used shall include all significant elements of
that cost input which represent the total
activity of the business unit. Cost input shall
include those expenses which by operation
of this standard are excluded from the G&A
expense pool, and are not part of a combined
pool of G&A expenses and other expenses
allocated using the same allocation base
(CAS 410.50(d)(1), (2), and (3)). The cost
input base selected may be:

a. Total cost input,1.  

b. Value-added cost input, or2.  

c. Single element3.  

8.  

9. A special allocation to a particular final cost
objective is allowed when the cost objective
receives significantly more or less benefit
from G&A than would be reflected by an
allocation using the selected G&A cost
input base. The amount of the special
allocation should be excluded from the
G&A pool, and the particular cost
objective's cost input should also be
excluded from the G&A base
(CAS 410.50(j)).

9.  

10. Determine that the cost input for items
produced for stock or product inventory
are included in the G&A base for the
period incurred (CAS 410.50(i)(1)).

10.  

11. For allocating G&A to items produced for
inventory, one of two methods may be used.
However, the method selected must be
consistently applied:

a. G&A for the period in which the items
are produced may be inventoried
(CAS 410.50(i)(2)); or

1.  

b. G&A for the period in which items are
issued to production may be used
(CAS 410.50(i)(3)).

2.  

11.  

12. IR&D and B&P shall be handled in accordance12.  
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with existing regulations.

13. The transitional method is an optional
approach available only to those contractors
required to change from a sales or cost of
sales base to cost input (CAS 410.50(e)
and Appendix A).

13.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor should
only report those noncompliances which are
considered material (see CAM 8-302.7).

2.  

3. Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4& 8-302.6). Coordination
should be both before and after discussion of
results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to reserve
the Government's right should the cost impact
become material (see FAR 30.602).

3.  

4. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when
no instances of noncompliances are found,
or CAM 10-806 (activity code 19200)
when instances of noncompliances are found.

4.  

5. Conduct an exit conference with the
contractor in accordance with
CAM 4-304.

5.  

6. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

6.  

7. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

7.  

Total Hours8.  

1.  

Next Section

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/011/0048Z011DOC.HTM (6 of 7) [11/19/1999 3:26:13 PM]



Open this portion of the document in Word (24 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/011/0048Z011DOC.HTM (7 of 7) [11/19/1999 3:26:13 PM]

http://web.deskbook.osd.mil/data/0048Z011DOC.DOC
http://web.deskbook.osd.mil/data/0048Z011DOC.DOC


Open this portion of the document in Word (22.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)
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APCAS411

Audit Program for Cost Accounting Standard No. 411
Accounting for Acquisition Costs of Material
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Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 411

Accounting for Acquisition Costs of Material
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 411 establishes criteria for the accounting of the acquisition costs of
material. The standard does not cover accounting for the acquisition costs of tangible capital assets nor
accountability for government furnished materials. FAR 52.230-2, Cost Accounting Standards, requires the
contractor to comply with the CAS 411 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 411. The audit steps in the program should reflect a documented understanding
between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as

4.  
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general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 411, applicable sections
of CAM (e.g. 8-411), and any recent
Headquarters guidance not incorporated
in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g. Parts II
and III) to become familiar with the
disclosed accounting practices.
Determine if the contractor's accounting
system has remained unchanged since the
last CAS compliance audit. If changes
have occurred, adjust audit scope
accordingly.

2.  

c. Examine the FAO permanent files
(including ICAPS or SHORTICQ, audit
leads from other relevant audits, and

3.  

1.  

1.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/012/0048Z012DOC.HTM (2 of 6) [11/19/1999 3:26:18 PM]



MAARs Control Log) and prior audit
workpackages to determine what data
are available, what audit steps were
done in the past, and the results from
those steps. This will identify areas of
high risk and/or areas where limited or
no compliance testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting
officer and, if appropriate, other
customers to identify, understand, and
document any concerns they may have
or areas which should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas
highlighted in CAM 4-302 with
particular emphasis on:

(1) Requesting the contractor's
explanation of the internal control
structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and
related follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work
of others, the file should contain the
required documentation
(see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting
system, and relevant policies,
procedures, and practices) to assure
compliance with laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the
materiality criteria in 48 CFR 9903.305:

4.  

e. Assess the audit risk and determine the
scope of audit and extent of compliance
testing to be performed.

5.  

f. Update the information in the
permanent files as needed.

6.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Requirements
1. Determine that the contractor has and
consistently applies written statements of
accounting policies and practices for
accumulating the costs of material and
for allocating costs of material to costs
objectives (CAS 411.40(a)).

1.  

2. Determine that the cost of a category is
accounted for in inventory records except:

a. The costs of units of a material may be
allocated directly to a cost objective
provided the costs objective was
specifically identified at the time the
units were purchased or produced
(CAS 411.40(b)).

1.  

b. Material may be allocated to an indirect
pool, if it is used solely in performing
indirect functions or it is not a
significant element of production costs,
whether or not incorporated in an end
product (CAS 411.40(c)).

2.  

2.  

3. Determine that, except as provided for in step
D.2, the costs of a category of material is
accounted for in material inventory records
(CAS 411.40(d)).

3.  

4. Determine that when the excess of ending
inventory over beginning inventory of
material allocated to an indirect pool is
estimated to be significant in relation to
total cost included in the pool, the cost of
such unconsumed material is established as
an asset at the end of the period by reducing
the indirect cost pool by a corresponding
amount (CAS 411.50(d)).

4.  

5. Determine that when the cost of materials is
issued from a company owned inventory, the
costing method used is a consistent method
which results in a systematic and rational
costing of issues of material to cost objectives
(CAS 411.50(b)). One of the following
methods shall be used:

5.  

First-In, First-out (FIFO)
Moving average

6.  

1.  
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Weighted average
Standard cost
Last-in, First-out (LIFO)

6. Determine that the same costing method is
used for similar categories of material
(CAS 411.50(c)).

7.  

7. Determine that material cost is the
acquisition costs of a category of material.
The purchase price shall be adjusted for extra
charges, discounts or credits (CAS 411.50(a)).

8.  

8. Determine that adjustments to material costs
are charged or credited to the same cost
objective as the purchase price unless
impractical. In such cases and if handle
consistently, the contractor's policy
may provide for allocation to an
appropriate indirect pool (CAS 411.50(a)).

9.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor should
only report those noncompliances which are
considered material (see CAM 8-302.7).

2.  

3. Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4& 8-302.6). Coordination
should be both before and after discussion of
results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to reserve
the Government's right should the cost impact
become material (see FAR 30.602).

3.  

4. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when no
instances of noncompliances are found, or
CAM 10-806 (activity code 19200) when
instances of noncompliances are found.

4.  

5. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

5.  

1.  
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6. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

6.  

7. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

7.  

Total Hours8.  

Next Section

Open this portion of the document in Word (22.5 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCAS414

Audit Program for Cost Accounting Standard No. 414
Cost of Money as an Element of the Cost of Facilities Capital

Version 3.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 414

Cost of Money as an Element of the Cost of Facilities Capital
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 414 establishes the criteria for measuring and allocating an
appropriate share of the cost of money which can be identified with the facilities employed in a business.
FAR 31.205-10 makes CAS 414 applicable to all contracts, even contracts which are not CAS-covered or
subject only to modified CAS coverage. Auditors should ensure that proposed or claimed cost of money,
when significant, are in compliance with the provisions of CAS 414. FAR 52.230-2, Cost Accounting
Standards, requires the contractor to comply with the CAS 414 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 414. The audit steps in the program should reflect a documented understanding

4.  
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between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as
general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 414, applicable sections
of CAM (e.g. 8-414), and any recent
Headquarters guidance not incorporated
in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g. Part IV)
to become familiar with the disclosed
accounting practices. Determine if the
contractor's accounting system has
remained unchanged since the last CAS
compliance audit. If changes have
occurred, adjust audit scope accordingly.

2.  

c. Examine the FAO permanent files
(including ICAPS or SHORTICQ, audit

3.  

1.  

1.  
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leads from other relevant audits, and
MAARs Control Log) and prior audit
workpackages to determine what data
are available, what audit steps were done
in the past, and the results from those
steps. This will identify areas of high risk
and/or areas where limited or no
compliance testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting
officer and, if appropriate, other
customers to identify, understand, and
document any concerns they may have
or areas which should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas
highlighted in CAM 4-302 with
particular emphasis on:

(1) Requesting the contractor's
explanation of the internal
control structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses
which may have been reported
and related follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work
of others, the file should contain the
required documentation
(see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting
system, and relevant policies,
procedures, and practices) to assure
compliance with laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the materiality
criteria in 48 CFR 9903.305:

(1) Assess the audit risk and determine
the scope of audit and extent of
compliance testing to be performed.

1.  

(2) Update the information in the
permanent files as needed.

2.  

4.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Audit Steps -- General
1. CAS 414 and the FAR cost principle do not
apply to facilities where compensation for the
use of the facilities is based on use rates or
allowances in accordance with Federal
regulation (CAS 414.62(b)).

1.  

2. Audit steps applicable to the review of the
cost of money (COM) factors as computed
on CASB-CMF Form are in Section E.

2.  

3. Audit steps applicable to the review of
the proposed and incurred cost of money
dollars are in Section F.

3.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. COM Factors-CASB-CMF Form
(CAS 414.50, Appendix A)

1. Applicable COM Rate (Column 1)

a. For forward pricing purposes determine
that the latest available interest rates
specified by the Secretary of the
Treasury pursuant to Public Law 92-41,
(distributed semi-annually by
Headquarters) is used for each proposed
cost accounting period (CAS 414.50(b)).

1.  

b. For incurred cost purposes, determine
that the COM rate is the weighted (not
simple or midpoint) average of those
published Secretary of Treasury rates
in effect during the cost accounting
period(s) applicable to the contract.

2.  

1.  

2. Accumulation of Direct Distribution of
NBV (Column 2)

2.  

Determine that the net book values (NBV)
used by the business unit for determining
actual and projected COM are computed
from the same accounting data as used for
contract cost and estimating purposes, as
appropriate (CAS 414.50(a)).

a. For Tangible Assets1.  

3.  

1.  
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(1) Are the estimates supported by
budget plans or similar type
documentation?

1.  

(2) Are the actual NBVs supported by
historical asset records?

2.  

(3) Is the acquisition cost of an asset
determined in accordance with the
provisions of CAS 404?

3.  

(4) Are the depreciation charges the
same as those used for projected/
final overhead rates?

4.  

(5) The depreciation method and
service life for an asset should be
determined in accordance with the
provisions of CAS 409.

5.  

b. For Intangible Assets

(1) Determine that such assets generate
an allowable amortization charge. If
not, remove assets from COM
computation. If yes, perform the
following steps:

1.  

(2) Determine if the estimates are
supported by budget plans, and/or

2.  

(3) Determine if the actuals are
supported by historical asset
records.

3.  

(4) Determine that the acquisition
costs and the amortization charges
used to compute the NBV are
reasonable and are the same as used
for projected/final overhead rates.

4.  

2.  

c. When the projected NBVs are based on
or are the same as the actual data from a
contractor's latest cost accounting period,
determine that such experience is
representative of the projected period(s).

3.  

d. Determine that the asset base includes
only those assets used in the regular
course of business. Land should be
included. However, the following assets
should not be included:

Land held for speculation or
expansion.

1.  

Idle facilities or capacity in
accordance with FAR 31.205-17.

2.  

Assets under construction and3.  

4.  
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not in use.

e. Determine that the inclusion or exclusion
of assets is consistent with the allowability
or unallowability of the costs generated by
those facilities for proposed and incurred
cost purposes.

5.  

f. Determine that the amounts shown for
estimated/actual NBV represent the mean
(simple average) of the beginning and
ending NBV.

(1) Where there is a major fluctuation
in the level of the assets, the simple
averaging of the NBVs may not be
appropriate. In this case recommend
a method for calculating an average
that more accurately reflects the
actual condition.

1.  

(2) When applicable, request an assist
audit for NBV amounts included
for the business unit's allocable
share of corporate or group home
office facilities.

2.  

6.  

g. At a Corporate home office determine
that the NBV of assets held by the
corporate or group home office are
allocated to the business units on a
basis consistent with the home office
allocation.

7.  

h. The capitalized value of leases for
which constructive costs of ownership
are allowed in lieu of rental costs under
Government procurement regulations
shall be included.

8.  

3. Allocation of Distributed and Undistributed
Amounts (Column 2 and Column 3)

4.  

Determine that the total NBV of facility assets
are identified and allocated to indirect cost
pools and G&A as distributed (Column 2) and
undistributed (Column 3). The following
criteria should be used:

a. Distributed amounts represent NBV of
the assets which are charged to a specific
cost pool.

1.  

b. Undistributed amounts represent the
difference between the total NBV of the
business unit's assets (Column 2) and

2.  

5.  
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the distributed amounts.

(1) Determine that these amounts are
allocated (Column 3) to indirect cost
pools and G&A on a reasonable
basis which approximates the
absorption of depreciation or
amortization (regular method) or

1.  

(2) Determine that these amounts are
allocated (Column 3) entirely to the
G&A pool (alternate method). This
method is only permitted when it
does not result in materially different
allocations than the regular method.

2.  

(3) Determine that the sum of the
amounts in Column 3 equals the total
undistributed amount in Column 2.

3.  

4. Total NBV (Column 4)6.  

Determine that this column is the sum of the
distributed (Column 2) and the allocated
undistributed (Column 3) NBV for the
indirect cost pools and G&A pool.

7.  

5. COM For The Cost Accounting Period
(Column 5)

8.  

Determine that this column is the sum of
products of the applicable cost of money
rate times the NBVs (Column 4) for each
of the indirect cost pools and the G&A pool.

9.  

6. Allocation Base for the Cost Accounting
Period (Column 6)

10.  

Determine that the allocation bases used for:

a. Projected COM factors are consistent
with those used in estimated overhead
rates.

1.  

b. Final COM factors are the final audit
determined or negotiated allocation
bases used to finalize flexibly priced
contracts.

2.  

11.  

7. Facility COM Factors (Column 7)

a. Verify that each pool's COM factor is
the division of the COM dollars
(Column 5) by the allocation base
(Column 6).

1.  

b. Verify that each COM factor is carried
out to five (5) decimal places.

2.  

12.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Specific Audit Steps -- Proposed and Final
COM Dollars

1.  

Determine that the contractor uses the CASB-CMF
Form for each cost accounting period in computing
the proposed/final COM dollars.

1. If the contractor excludes the COM from its
proposal or claim for reimbursement, such
costs are unallowable in accordance with FAR
and may not be included in profit. In addition,
the contractor is still required to compute the
COM factors and the failure to do so is
considered a violation of a requirement of the
standard. However, the noncompliance
usually does not result in increased costs paid
by the government. We should, therefore,
issue noncompliance reports only if the
acquisition office or the ACO requests them.

1.  

2. When COM is not proposed we should include
a comment in the audit report that the contract
terms should preclude the actual reimbursement
of COM.

2.  

3. Determine that the final COM factors are
submitted along with other final overhead rates
for a cost accounting period.

3.  

The incurred COM may be supported by a
memorandum record (need not be entered
formally on the books of account). The
memorandum record should be supported
by a final CASB-CMF Form and other data
which shows the application of final factors
to actual indirect cost pool(s) allocation
base(s) for the final costs claimed on flexibly
price contracts.

4.  

4. The COM factors may or may not be included
in the G&A base. The auditor should
determine that this alternative is consistently
applied.

5.  

5. There is no application of profit/fee to the
COM dollars.

6.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete
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G. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor should
report only those noncompliances which are
considered material (see CAM 8-302.7).

2.  

3. Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4, 8-302.6). Coordination
should be both before and after discussion of
results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to reserve
the Government's right should the cost impact
become material (see FAR 30.602).

3.  

4. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when
no instances of noncompliances are found,
or CAM 10-806 (activity code 19200) when
instances of noncompliances are found.

4.  

5. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

5.  

6. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

6.  

7. Update the permanent files, i.e., ICAPS
or SHORTICQ, and Mandatory Annual
Audit Requirements (MAARs) schedules.

7.  

Total Hours8.  

1.  

Next Section

Open this portion of the document in Word (29 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)
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Previous Section

APCAS415

Audit Program for Cost Accounting Standard No. 415
Accounting for the Cost of Deferred Compensation

Version 3.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 415

Accounting for the Cost of Deferred Compensation
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 415 establishes criteria for the measurement of the cost of deferred
compensation and the assignment of such cost to cost accounting periods. This standard is applicable to the
cost of all deferred compensation except for compensated personal absence and pension plan costs which
are covered in other cost accounting standards. FAR 52.230-2, Cost Accounting Standards, requires the
contractor to comply with the CAS 415 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 415. The audit steps in the program should reflect a documented understanding
between the auditor and supervisor as to the scope required to comply in an efficient and effective manner

4.  
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with generally accepted auditing standards and DCAA objectives. The program steps are intended as
general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 415, applicable sections
of CAM (e.g. 8-415), and any recent
Headquarters guidance not incorporated
in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g. Part VII)
to become familiar with the disclosed
accounting practices. Determine if the
contractor's accounting system has
remained unchanged since the last CAS
compliance audit. If changes have
occurred, adjust audit scope accordingly.

2.  

c. Examine the FAO permanent files
(including ICAPS or SHORTICQ, audit
leads from other relevant audits, and

3.  

1.  

1.  
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MAARs Control Log) and prior audit
workpackages to determine what data are
available, what audit steps were done in
the past, and the results from those steps.
This will identify areas of high risk and/or
areas where limited or no compliance
testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting officer
and, if appropriate, other customers to
identify, understand, and document any
concerns they may have or areas which
should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas highlighted
in CAM 4-302 with particular emphasis on:

(1) Requesting the contractor's
explanation of the internal control
structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and related
follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work of
others, the file should contain the
required documentation
(see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting system,
and relevant policies, procedures, and
practices) to assure compliance with
laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the materiality
criteria in 48 CFR 9903.305:

(1) Assess the audit risk and determine
the scope of audit and extent of
compliance testing to be performed.

1.  

(2) Update the information in the
permanent files as needed.

2.  

4.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Requirements1.  

The audit steps are presented by the major segments
of the standard as follows:

2.  

Basic Requirements

1. Determine that deferred compensations is
assigned to the cost accounting period in
which the contractor incurs the obligation.
If no obligation is incurred prior to payment,
the cost shall be the amount paid and assigned
to the period when paid (CAS 415.40(a)).

1.  

2. Determine that the contractor incurs an
obligation for the cost of deferred
compensation (CAS 415.50(a)). An
obligation exists when all of the following
conditions are met:

a. there is a requirement to make future
payment(s) which the contractor cannot
unilaterally avoid;

1.  

b. the award is to be satisfied by a future
payment of money, other assets, etc.;

2.  

c. the amount of the future payment can be
measured with reasonable accuracy;

3.  

d. the recipient is known;4.  

e. the terms of the award require certain
events to occur before an employee is
entitled to receive the benefits, and
there is a reasonable probability that
such events will occur;

5.  

f. for stock options, there is a reasonable
probability that options ultimately will
be exercised.

6.  

2.  

3. Determine that the measurement of the
amount of deferred compensation is the
present value of future benefits to be paid.

3.  

4. Determine that the cost of each award is
considered separately for purposes of
measuring and assigning costs to cost
accounting periods. If the cost of deferred
compensation can be measured with
reasonable accuracy on a group basis,
separate computations for each employee
are not required (CAS 415.50(c)).

4.  

3.  
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Compensation Paid in Money5.  

5. If the award provides that the amount to be
paid shall include the principal of the award
plus interest at a rate fixed at the date of
award, such interest shall be included in the
computation of the amount of future benefit
(CAS 415.50(d)(1)).

6.  

6. If the award provides for payment of principal
plus interest at a rate not fixed at the time of
award but based on a specified index
determinable in each period, such interest shall
be included in the computation of the amount
of future benefit. The interest rate used shall
be the rate in effect at the close of the period
in which the cost is assignable. Adjustments
to cost shall be made in any period where
actual rates vary substantially from the rate
used in the calculation (CAS 415.50(d)(2)).

7.  

7. If the award provides for payment of principal
plus interest at a rate not based on a specified
index or not determinable each year:

a. The cost for the principal of the award
shall be the present value of the future
benefits and shall be assigned to the
period in which the employer incurs
an obligation (CAS 415.50(d)(3)(i)).

1.  

b. The interest on such awards shall be
assigned to the period in which
payment is made (CAS 415.50(d)(3)(ii)).

2.  

8.  

8. Determine that awards based on future
services are assigned to the periods of current
and future service based on the facts and
circumstances of the award. The cost for
each period shall be the present value of
future benefits calculated as of the end of
each period (CAS 415.50(d)(4)).

9.  

9. Determine that the present value is based
on the discount rate established by the
Secretary of the Treasury (CAS 415.50(d)(5)).

10.  

10. Where the award is made under a plan which
requires irrevocable funding, the amount
assigned to the period of the award is the
amount irrevocably funded (CAS 415.50(d)(6)).

11.  

11. Any forfeiture which reduces the employer's
obligation for payment of deferred
compensation shall be a reduction of contract
costs in the period in which the forfeiture

12.  
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occurs. The reduction shall be the amount
of the award that was assigned to a prior
period, plus interest compounded annually,
using the same Treasury rate at the time the
cost was assigned. For irrevocable funded
plans, the reduction shall be the amount
initially funded plus or minus a pro-rata
share of the gains and losses of the fund
(CAS 415.50(d)(7)).

12. If the cost of deferred compensation for
group plans is determined to be greater
than the amounts initially assigned because
the forfeiture was overestimated, the
additional cost shall be assignable to the
period which such cost is ascertainable.
(CAS 415.50(d)(8)).

13.  

Compensation Paid in Other Than Money

13. If the award is made in stock of the
contractor, the cost of deferred
compensation for such awards shall b
based on the market value of the stock
on the measurement date (CAS 415.50(e)(1)).

1.  

14. If the award is made in the form of options
to employees to purchase stock of the
contractor, the cost of deferred compensation
of such award shall be the amount by which
the market value of the stock exceeds the
option price multiplied by the number of
shares awarded on the measurement date.
If the option price on the measurement date
is equal to or greater than the market value
of the stock, no cost shall be deemed to
have been incurred for contract costing
purposes (CAS 415.50(e)(2)).

2.  

15. If the terms of an award of stock or stock
options require that the employee perform
future service in order to receive the stock
or to exercise the option, the cost of the
deferred compensation shall be appropriately
assigned to the periods of current and future
service based on the facts and circumstances
of the award. The cost to be assigned shall
be the value of the stock or stock option at
the measurement date. (CAS 415.50(e)(3)).

3.  

16. If an award is made in the form of an asset
other than cash, the cost of deferred
compensation for such award shall be based

4.  

4.  
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on the market value of the asset at the time
the award is made. If a market value is not
available, the fair value of the asset shall be
used. (CAS 415.50(e)(4)).

17. If the terms of an award, made in the form
of an asset other than cash, require that the
employee perform future service in order to
receive the asset, the cost of the deferred
compensation shall be appropriately assigned
to the periods of current and future service
based on the facts and circumstances of the
award. (CAS 415.50(e)(5)).

5.  

18. In computing the assignable cost for a period,
any forfeitures which reduce the employer's
obligations for payment of deferred
compensation shall be a reduction of contract
costs in the period in which the forfeiture
occurred. The amount of the reduction shall
be equal to the amount of the award that was
assigned to a prior period, plus interest
compounded annually, using the Treasury
rate that was in effect at the time the cost
was assigned. If the recipient of the award
of stock options voluntarily fails to exercise
such options, such failure shall not constitute
a forfeiture under provisions of the standard
(CAS 415.50(e)(6)).

6.  

19. Noncompensatory stock option awards or
other forms of stock purchase plans meeting
specified characteristics in CAS 415.50(e)(7)
are not covered by the standard.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor
should only report those noncompliances
which are considered material
(see CAM 8-302.7).

2.  

3. Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4 & 8-302.6). Coordination
should be both before and after discussion of

3.  

1.  
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results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to reserve
the Government's right should the cost impact
become material (see FAR 30.602).

4. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when
no instances of noncompliances are found,
or CAM 10-806 (activity code 19200) when
instances of noncompliances are found.

4.  

5. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

5.  

6. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

6.  

7. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

7.  

Total Hours8.  

Next Section

Open this portion of the document in Word (27 KB)
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Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCAS417

Audit Program for Cost Accounting Standard No. 417
Cost of Money as an Element of the Cost of Capital Assets Under

Construction

Version 3.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 417

Cost of Money as an Element of the Cost of Capital Assets Under Construction
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 417 establishes the criteria for the measurement of the cost of money
attributable to capital assets under construction, fabrication, or development as an element of the cost of
those assets. FAR 31.205-10 makes CAS 417 applicable to all contracts, even contracts which are not
CAS-covered or subject only to modified CAS coverage. Auditors should ensure that proposed or claimed
cost of money costs, when significant, are in compliance with the provisions of CAS 417. FAR 52.230-2,
Cost Accounting Standards, requires the contractor to comply with the CAS 417 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's4.  
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compliance with CAS 417. The audit steps in the program should reflect a documented understanding
between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as
general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 417, applicable sections
of CAM (e.g. 8-417), and any recent
Headquarters guidance not incorporated
in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items to become
familiar with the disclosed accounting
practices. Determine if the contractor's
accounting system has remained
unchanged since the last CAS compliance
audit. If changes have occurred, adjust
audit scope accordingly.

2.  

c. Examine the FAO permanent files3.  

1.  

1.  
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(including ICAPS or SHORTICQ, audit
leads from other relevant audits, and
MAARs Control Log) and prior audit
workpackages to determine what data are
available, what audit steps were done in
the past, and the results from those steps.
This will identify areas of high risk and/or
areas where limited or no compliance
testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting officer
and, if appropriate, other customers to
identify, understand, and document any
concerns they may have or areas which
should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas highlighted
in CAM 4-302 with particular emphasis on:

(1) Requesting the contractor's
explanation of the internal control
structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and related
follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work of
others, the file should contain the required
documentation (see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard (control
environment, accounting system, and
relevant policies, procedures, and
practices) to assure compliance with
laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the materiality
criteria in 48 CFR 9903.305:

(1) Assess the audit risk and determine
the scope of audit and extent of
compliance testing to be performed.

1.  

(2) Update the information in the
permanent files as needed.

2.  

4.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Requirements1.  

The audit steps are presented by the major segments
of the standard as follows:

1. Review the contractor's construction-in-
progress accounts for each asset for each
cost accounting period (subsequent to the
applicability date) to determine:

a. Whether the assets are subject to cost
of money (COM). The auditor should
assure that:

(1) COM for CAS 417 purposes are
included in the acquisition costs
of the constructed assets only
when the assets will be used in
the regular business activity in
accordance with CAS 414.

1.  

(2) The allowability or unallowability
of costs of the asset under
construction as related to its
intended purpose, is considered
before any COM is allowed under
CAS 417.

2.  

1.  

b. Whether the construction projects
include all direct and indirect costs
properly allocable to such projects.

2.  

c. One of the elements of such properly
allocable costs is a share of the COM
computed in accordance with CAS 414
for the investment in facilities which
are already in service. Illustration of
this requirement is included in
CAS 417.60(a).

3.  

1.  

2. Review the contractor's supporting
documentation for the COM to be included
in the acquisition cost of each asset, for each
cost accounting period.

a. Determine that such computation is
based on a representative investment
amount which gives appropriate
consideration to the rate at which the
costs of construction are incurred
(CAS 417.50(a)(2)).

1.  

2.  

2.  
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(1) When the costs are incurred at
a fairly uniform rate throughout
the period, the mean average
beginning and ending balances of
the cost accounting period can be
used to determine the
representative investment
amounts. See CAS 417.60(b)
for an illustration of this criterion.

1.  

(2) When major fluctuations are
expected in the rate of cost
incurrence during the cost
accounting period, the use of
the mean average for the
beginning and ending balances
(see step D.2a(1) above) will not
produce a representative
investment amount. In this case,
determine that one of the
following alternative methods
are used:

Average the month-end-
balances for the cost
accounting period, or

1.  

Make separate calculations,
using an appropriate
investment amount an
COM rate, for each month.
See CAS 417.60(a) for an
illustration of these criteria.

2.  

2.  

b. Determine that the representative
investment amount computed under
step D.2a above is factored by the
applicable Secretary of the Treasury
COM rate to calculate the cost of
money dollars that are added to the
construction-in-progress account.

(1) The COM rates to be used for
each cost accounting period are
the same rates published by the
Secretary of Treasury for use in
CAS 414 COM calculations.

1.  

(2) When more than one COM rate
is applicable to a cost accounting
period, their time-weighted average
will be used as the rate to be
applied to the representative
investment amount for each asset.

2.  

2.  
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See CAS 417.60(a) and (b) for an
illustration of this criteria.

(3) Where separate calculations for the
COM are made each month (as
provided in step D.2a(2)(b) above),
the sum of the monthly amounts
may be entered into the
construction-in-progress account
once each cost accounting period.

3.  

c. Determine that the COM dollars
computed for a cost accounting period
are included in the subsequent period's
dollar balances used to calculate the
representative investment amounts in
accordance with D.2a(1) and (2) above.
[See CAS 417.60(a) and (b) for an
illustration of this requirement.]

3.  

3. The contractor is permitted to use other
methods for calculating the COM, such as
the method used for financial accounting.
When such an alternate method is used,
determine that the result does not differ
materially from the amount calculated using
the COM rate per steps D.1 and 2 above.

3.  

4. Determine that the COM is not capitalized
when substantially all the activity necessary
to get the asset ready for its intended use are
discontinued. [However, the capitalization
may still continue when discontinuance arises
out of causes beyond the control and without
the fault of the contractor.]

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor should
only report those noncompliances which are
considered material (see CAM 8-302.7).

2.  

3. Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4 & 8-302.6). Coordination
should be both before and after discussion of

3.  

1.  
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results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to reserve
the Government's right should the cost impact
become material (see FAR 30.602).

4. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when
no instances of noncompliances are found, or
CAM 10-806 (activity code 19200) when
instances of noncompliances are found.

4.  

5. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

5.  

6. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

6.  

7. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

7.  

Total Hours

Next Section

Open this portion of the document in Word (24.5 KB)
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Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 418

Allocation of Direct and Indirect Costs
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 418 requires the consistent classification of costs as direct or indirect,
establishes criteria for accumulating indirect costs in indirect cost pools, and provides guidance on
allocating indirect cost pools. FAR 52.230-2, Cost Accounting Standards, requires the contractor to
comply with the CAS 418 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 418. The audit steps in the program should reflect a documented understanding
between the auditor and supervisor as to the scope required to comply in an efficient and effective manner
with generally accepted auditing standards and DCAA objectives. The program steps are intended as

4.  
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general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning

a. Read and become familiar with the
criteria in CAS 418, applicable sections
of CAM (e.g. 8-418), and any recent
Headquarters guidance not
incorporated in CAM.

1.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g.
Parts III and IV) to become familiar with
the disclosed accounting practices.
Determine if the contractor's accounting
system has remained unchanged since the
last CAS compliance audit. If changes
have occurred, adjust audit scope
accordingly.

2.  

c. Examine the FAO permanent files
(including ICAPS or SHORTICQ, audit
leads from other relevant audits, and

3.  

1.  

1.  
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MAARs Control Log) and prior audit
workpackages to determine what data are
available, what audit steps were done in
the past, and the results from those steps.
This will identify areas of high risk and/or
areas where limited or no compliance
testing is necessary.

d. Discuss the planned compliance audit
with the administrative contracting officer
and, if appropriate, other customers to
identify, understand, and document any
concerns they may have or areas which
should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas highlighted
in CAM 4-302 with particular emphasis
on:

(1) Requesting the contractor's
explanation of the internal control
structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and
related follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work
of others, the file should contain the
required documentation
(see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard
(control environment, accounting system,
and relevant policies, procedures, and
practices) to assure compliance with
laws and regulations.

3.  

d. From the information gathered in the
preceding steps and using the materiality
criteria in 48 CFR 9903.305:

(1) Assess the audit risk and determine
the scope of audit and extent of
compliance testing to be performed.

1.  

(2) Update the information in the
permanent files as needed.

2.  

4.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Requirements1.  

The audit steps are presented by the major segments
of the standard as follows:

1. Determination of Direct Cost and Indirect Cost

a. Review the contractor's written
statements of accounting policies and
procedures and determine that they
adequately classify costs as direct or
indirect (CAS 418.40(a)).

(1) The information disclosed by the
contractor in its Disclosure
Statement may be sufficient to
make this determination. It
should be reviewed before
requesting additional information.

1.  

(2) For contractors not required to
file disclosure statements, the
review of the written statements
will be performed to ascertain if
established practices regarding
the classification of direct and
indirect costs are appropriate.

2.  

(3) Determine whether the written
statements comply with the
requirements of the standard as
detailed in subsequent steps and
are consistently applied
(CAS 418-40(a)).

3.  

1.  

b. Review the accounting for direct costs
to determine that actual costs are used,
except that:

(1) Standard costs may be used for
direct labor and material as
provided in CAS 407, or

1.  

(2) An average or preestablished
direct labor rate may be used
(CAS 418.50(a)(2)(ii)). Such
rates may be accepted, provided:

The functions performed are
not disparate and the
employees are
interchangeable with respect

1.  

2.  

2.  

1.  

2.  
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to the function, or

The functions performed are
disparate, but the employees
either work in a single
production unit yielding
homogeneous outputs or
perform their functions as
an integral team.

2.  

The variance between the
average or preestablished
direct labor rate and the
actual rate for a cost
accounting period, if
material, shall be disposed
of at least annually by
allocation to cost objectives
in proportion to the costs
previously allocated to
these cost objectives.

3.  

(3) Determine that any labor and
material costs are accounted for
as direct labor and material when
such costs are specifically
identified to any of the following
cost objectives
(CAS 418.50(a)(3)):

Final cost objectives;1.  

Goods produced for stock or
product inventory;

2.  

Independent research and
development and bid and
proposal projects;

3.  

Cost centers for accumulating
costs identified with a process
cost system (i.e., process cost
centers);

4.  

Goods or services produced or
acquired for other segments of
the contractor and for other
cost objectives of a business
unit; and

5.  

Self construction, fabrication,
betterment, improvement, or
installation of tangible capital
assets.

6.  

3.  

2. Indirect Cost Pools2.  
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a. Determine that costs accumulated in the
indirect cost pools are homogeneous in
accordance with the following criteria
(CAS 418.50(b)):

(1) All significant activities of the cost
pool have the same or similar
beneficial or causal relationship
to cost objectives, or

1.  

(2) The separate allocation of the
costs of the activities included
in the cost pool result in an
allocation to cost objectives
which is not materially different
from the allocation that would
result if the costs of the activities
were allocated separately. The
determination of materiality shall
be made using the criteria
provided in 48 CFR 9903.305.

2.  

1.  

b. Determine that the homogeneous cost
pool includes all the indirect costs
identified with the activity to which
the pool relates (CAS 418.50(b)(3)).

2.  

c. Prior to recommending any changes
to the contractor's existing pool
structure in accordance with steps
D.1a. or b. above, the auditor must
first compute and analyze the
allocations to cost objectives
including the dissimilar activities
in the cost pool and excluding them.
A recommendation will be made to
establish new homogeneous indirect
cost pools only when the separate
allocation excluding costs of
dissimilar activities from the pool
results in material differences from
the allocations with the same
activities included in the pool
(CAS 418.50(c)).

3.  

d. If the impact is immaterial a change
is not required at the present time.
However, periodic follow-up reviews
should be performed to ascertain
whether circumstances have changed
the cost impact from immaterial to
material. When this occurs, a
recommendation should be made

4.  
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to establish new homogeneous
indirect cost pools for the dissimilar
costs included in the pool.

In those circumstances where the
contractor is not required to change
an existing practice due to the
immateriality of the impact, we
should report the condition to the
ACO only when it is expected to
have a material impact in the future
and we can specifically comment on
the probability that such an impact
will occur.

5.  

3. Allocation Bases for Indirect Cost Pools

a. Analyze the present indirect cost
pools to determine whether:

(1) They include material amounts of
costs for the management and
supervision of activities. These
will normally be those pools which
relate to the fabrication, production,
manufacturing, engineering, etc. for
a product or program, e.g.,
manufacturing, engineering, material
overhead pools (CAS 418.50(d)), or

1.  

(2) They do not include material
amounts of costs for the
management and supervision of
activities involving direct labor and
material costs. These will normally
be those pools which relate to
indirect costs, such as service
centers and other intermediate
indirect pools (CAS 418.50(e)).

2.  

1.  

b. For the indirect pools identified in Step
D.3a(1) above, determine that the
contractor has selected one of the
following allocation bases which
represent the activity managed or
supervised:

(1) Direct labor hour or dollar base --
whichever is likely to vary in
proportion to the costs included
in the pool (CAS 418.50(d)(2)(i));

1.  

(2) The machine hour base is
appropriate when the pool costs
are predominantly facility related

2.  

2.  

3.  
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costs, such as depreciation,
maintenance and utilities
(CAS 418.50(d)(2)(ii));

(3) The unit of production base is
appropriate when there is a
production of comparable units
(CAS 418.50(d)(2)(iii));

3.  

(4) The material cost base is
appropriate when the activity
being manage or supervised is
a material related activity
(CAS 418.50(d)(2)(iv)).

4.  

(5) Determine that the appropriate base
selected under steps D.3b(1)-(4)
above includes all elements of cost.
Indirect cost pools applicable to
these bases will be allocated to
(CAS 418.50(d)(3)):

Final cost objectives1.  

Goods produced for stock or
product inventory

2.  

IR&D/B&P projects3.  

Process cost centers4.  

Goods or services produced
or acquired for other segments
of the contractor and for other
cost objectives of the business
unit.

5.  

Self construction, fabrication,
betterment, improvement, or
installation of tangible capital
assets.

6.  

5.  

c. For those indirect pools identified in step
D.3a(2) above, determine that the
contractor has selected a base which
allocates the pooled costs using an
appropriate measure of resource
consumption. This determination will be
made in accordance with the following
hierarchy of acceptable methods
(CAS 418.50(e)):

(1) The resource consumption of the
activities of the indirect pool. This
is the best measure of the beneficial
or causal relationship between the
pool and the benefiting cost

1.  

3.  
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objective. Resource consumption
may be expressed in terms, such as
machine usage hours (computer or
reproduction equipment), or flight
hours (company aircraft)
(CAS 418.50(e)(1)).

(2) The output of the activity of the
indirect pool. This is the next best
measure of the beneficial or causal
relationship when consumption
measures are unavailable or
impractical to ascertain. Output is
usually measured in terms of the
units of end product of the activity
such as number of printed pages
(reproduction), number of reports
(computer center), etc.
(CAS 418.50(e)(2)(i)).

2.  

When the level of resource
consumption varies among the
units of output, and a material
difference will result, the output
measure will be modified or more
than one output measure will be
used to reflect the resources
consumed to perform the activity
(CAS 418.50(e)(2)(ii)).

3.  

(3) A surrogate which measures the
activity of the cost objectives
receiving the service. This is used
only when neither the resources
consumed nor the output of the
activities can be measured
practically. An example is the
number of requisitions received
from each requesting activity for
reproduction or computer service
effort (CAS 418.50(e)(3)).

4.  

(4) When the allocation(s) of indirect
pools benefit one another,
determine that the following
acceptable allocation methods
are used: (1) cross allocation,
(2) sequential or (3) another
method which produces results
comparable to methods (1) and
(2) (CAS 418.50(e)(4)).

5.  

(5) When services are provided6.  
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simultaneously to two or more
cost objectives, determine that
the costs of the services are
prorated among the cost objectives
in reasonable proportion to the
beneficial or causal relationship
between the service performed
and the cost objectives
(CAS 418.50(e)(5)).

d. Prior to recommending any changes to
the contractor's existing allocation
methods the auditor must first compute
and analyze the allocations to final cost
objectives which result from the use of
the appropriate base in accordance with
steps D.3b. and c. above. A comparison
of such allocations will be made with
those allocations using the existing base.
Only when the comparison results in a
material difference in the allocations to
final cost objectives will a
recommendation be made to change the
allocation base.

4.  

The steps included in D.3c(1) and (2)
above also apply to recommendations
for changes in allocation bases.

5.  

e. Determine whether any special allocation
of indirect costs permitted under the
standard meets the following criteria:

(1) Prior to accepting the special
allocation, the auditor should
assure that cost objective(s)
receive significantly more or less
benefit than would be reflected
by the use of a base in accordance
with steps D.3b. and c. above.

1.  

(2) A recommendation for acceptance
must be made to the ACO for a
determination. Such a special
allocation must be approved by
the ACO in the form of a written
agreement with the contractor.

2.  

(3) When a special allocation is
accepted, the amount of the special
allocation must be removed from
the indirect cost pool and the
particular cost objective's base data
from the base used to allocate the

3.  

6.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/016/0048Z016DOC.HTM (10 of 13) [11/19/1999 3:26:51 PM]



indirect cost pool.

f. Pre-established rates, which are based on
either forecasted actuals or standard costs,
are permitted in allocating an indirect cost
pool. When such rates are used in the
allocation of an indirect cost pool,
determine that:

(1) They include all costs and activities
anticipated for a cost accounting
period (CAS 418.50(g)(2)).

1.  

(2) They are reviewed annually and
revised as necessary to reflect the
anticipated conditions. Such
revisions may be made at the
beginning or during the cost
accounting period. In either case,
the revisions should reflect the
cost and activities for the entire
cost accounting period
(CAS 418.50(g)(2)).

2.  

When revisions are made during a
cost accounting period, the prior
allocation of costs is adjusted to
reflect the revised costs if the
accumulated variance between the
original and revised rate is
significant (CAS 418.50(g)(5)).

3.  

(3) A significant variance between the
pre-established rate (forecasted,
actual or standard cost) and the
actual rate for the cost accounting
period will be disposed of by
allocating it to cost objectives in
proportion to the costs previously
allocated to the cost objectives by
use of the pre-established rates.
The disposal of the variances
should be accomplished at least
annually in view of the criteria in
step D.3f(2) above that the rates
be reviewed at least annually.
However, such variances may be
disposed of more frequently
depending on the contractor's
practice, particularly those using
standard costs for overhead
costing (CAS 418.50(g)(4)).

4.  

7.  
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g. The contracting parties may agree to use
pre-established rates in allocating indirect
cost pools which are not based on cost
accounting periods. When applicable,
determine that the contractor has written
policies for the establishment of the rates
and the policies are consistently applied.
Audit step D.3f(3) above also applies to
these type of pre-established rates
(CAS 418.50(g)(3)).

8.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor should
only report those noncompliances which are
considered material (see CAM 8-302.7).

2.  

3. Coordinate significant or unusual issues with
the ACO, FAO Manager, and if applicable,
with the CAC, CHOA, or GAC network
(see CAM 8-302.4 & 8-302.6). Coordination
should be both before and after discussion of
results with the contractor. The ACO should
be apprised of noncompliance matters at the
earliest possible date. If a noncompliance is
considered immaterial, recommend to the
ACO that the contractor be notified to reserve
the Government's right should the cost impact
become material (see FAR 30.602).

3.  

4. Prepare draft audit report in accordance with
CAM 10-805 (activity code 194XX) when no
instances of noncompliances are found, or
CAM 10-806 (activity code 19200) when
instances of noncompliances are found.

4.  

5. Conduct an exit conference with the contractor
in accordance with CAM 4-304.

5.  

6. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

6.  

7. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

7.  

1.  

Total Hours
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCAS420

Audit Program for Cost Accounting Standard No. 420
Accounting for Independent Research and Development Costs and Bid

and Proposal Costs

Version 3.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Cost Accounting Standard No. 420

Accounting for Independent Research and Development Costs and Bid and Proposal Costs
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The purpose of CAS compliance auditing is to determine if the contractor's policies, procedures, and
practices used to estimate, accumulate, and report costs on government contracts and subcontracts comply
with the requirements of CAS. CAS 420 establishes criteria for the accumulation of IR&D/B&P costs and
for the allocation of such costs to cost objectives. FAR 31.205-18 makes CAS 420 partially applicable to
all contracts, even contracts which are not CAS covered or subject only to modified CAS coverage. FAR
52.230-2, Cost Accounting Standards, requires the contractor to comply with the CAS 420 criteria.

2.  

The scope of this audit should generally be limited to CCFY. Some limited testing of prior years
transactions is acceptable to assure that no system changes were made. For efficiency, CAS compliance
testing, if possible, should be performed concurrently with tests for compliance with FAR and contract
terms.

3.  

This program is intended to provide for the proper planning, performance, and reporting on the contractor's
compliance with CAS 420. The audit steps in the program should reflect a documented understanding
between the auditor and supervisor as to the scope required to comply in an efficient and effective manner

4.  
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with generally accepted auditing standards and DCAA objectives. The program steps are intended as
general guidance and should be tailored as determined by audit risk.

B. Audit Planning Considerations
1. Materiality (see 48 CFR 9903.305) and audit risk assessment (including Internal Control Audit
Planning Summary (ICAPS) for major contractors, SHORTICQ for nonmajors, and historical CAS
problems) are integral parts of the planning process and should be considered in developing the
extent and frequency of CAS compliance tests. Before beginning any CAS compliance audit, the
auditor should first determine the contractor is subject to the CAS coverage. If the standard is not
applicable to the contractor or noncompliance with the standard overall has no significant impact on
government contract costs, there is no need to test whether the contractor is complying with the
standard. The decision to not test for CAS compliance should be documented (see CAM 8-305 and
DoD CAS Working Group Guidance Paper 76-7).

1.  

2. Once it is determined that the standard is applicable and material to the government, the auditor
should assess which provisions of the standard are significant to the contractor; the extent reliance
may be placed on the contractor's system of internal controls to ensure compliance; and the results of
relevant other audits (e.g., results of prior compliance audits, Disclosure Statement revisions, etc.).
The decision to not test whether the contractor is complying with specific provisions of the standard
should be documented.

2.  

3. The supervisor and auditor should consider using zero-based budgeting techniques to establish the
budgeted hours for this audit. To use zero-based budgeting techniques, the assignment is initiated
without a budget. The assignment is then provided to the auditor to perform the risk assessment,
establish the audit scope, tailor the audit program, determine the budgeted hours by major audit step,
and total the budgeted hours for the audit. The auditor and supervisor then review the risk
assessment to discuss and agree on the audit scope and budgeted hours for the assignment.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort (MAARs 1&3)
1. Research and Planning1.  

a. Read and become familiar with the criteria in
CAS 420, applicable sections of CAM
(e.g. 7-1500, 8-420), and any recent
Headquarters guidance not incorporated in
CAM.

2.  

b. Review related Parts of the contractor's
Disclosure Statement items (e.g. Part IV) to
become familiar with the disclosed
accounting practices. Determine if the
contractor's accounting system has remained
unchanged since the last CAS compliance
audit. If changes have occurred, adjust audit
scope accordingly.

3.  

c. Examine the FAO permanent files (including
ICAPS or SHORTICQ, audit leads from other
relevant audits, and MAARs Control Log) and

4.  

1.  
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prior audit workpackages to determine what
data are available, what audit steps were done
in the past, and the results from those steps.
This will identify areas of high risk and/or areas
where limited or no compliance testing is
necessary.

d. Discuss the planned compliance audit with the
administrative contracting officer and, if
appropriate, other customers to identify,
understand, and document any concerns they
may have or areas which should be reviewed.

5.  

2. Entrance Conference and Preparation

a. Arrange and conduct an entrance
conference covering the areas
highlighted in CAM 4-302 with
particular emphasis on:

(1) Requesting the contractor's
explanation of the internal
control structure.

1.  

(2) Any changes since the last audit.2.  

(3) The contractor's monitoring
process.

3.  

(4) Any identified weaknesses which
may have been reported and related
follow-up actions.

4.  

1.  

b. If reliance is to be placed on the work of
others, the file should contain the required
documentation (see CAM 4-1000).

2.  

c. Assess the contractor's internal control
structure relative to this standard (control
environment, accounting system, and
relevant policies, procedures, and
practices) to assure compliance with laws
and regulations.

3.  

d. From the information gathered in the
preceding steps and using the materiality
criteria in 48 CFR 9903.305:

(1) Assess the audit risk and determine
the scope of audit and extent of
compliance testing to be performed.

1.  

(2) Update the information in the
permanent files as needed.

2.  

4.  

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete
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D. Detailed Audit Requirements -- Segments
1. Accumulation of IR&D/B&P Costs by Project:

a. Determine that the cost accumulation
system identifies and segregates significant
IR&D/B&P effort by individual project
(CAS 420.40(a)).

1.  

b. Determine that costs of insignificant
IR&D/B&P are identified either in one
combined project or separately identified
and segregated by individual project
(CAS 420.50(c)).

2.  

c. Review the contractor's cost
accumulation practices for the proper
classification of IR&D/B&P effort to
determine that:

(1) Effort for basic and applied
research, development and systems
and formulation studies is identified
as IR&D (CAS 420.30(a)(6)).

1.  

(2) Effort incurred in preparing,
submitting or supporting any bid or
proposal which is neither sponsored
by a grant, nor required in the
performance of a contract is
identified as B&P
(48 CFR 9903.301).

2.  

3.  

d. Determine that the contractor's project
costs include:

(1) All direct costs for IR&D/B&P
projects (CAS 420.40(b) and
50(a)(1)). Direct costs are those
costs, which if incurred in like
circumstances for a final cost
objective, would be treated as
direct costs of that final cost
objective.

1.  

(2) All allocable overhead costs
(except business unit general and
administrative (G&A) expenses)
of productive activities related to
the project applied to the direct
costs, based on the contractor's
cost accounting practices
(CAS 420.40(b) and 50(a)(2)).

2.  

(3) Other indirect costs related to the
project as determined by the

3.  

4.  

1.  

1.  
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contractor's cost accounting
practices or applicable CAS for
indirect costs (e.g., service center
costs).

e. Review the charging practices for IR&D
technical effort and B&P administration
costs to determine that such costs are
consistently treated the same in like
circumstances. They are to be treated as
direct charges which if incurred for a
final cost objective, would be charged
direct to contracts. Otherwise, they
should be treated as indirect expenses
(CAS 420.50(a) and 60(a)).

5.  

f. Determine that the IR&D/B&P project
costs exclude G&A expense
(CAS 420.40(b)).

6.  

2. Accumulation of IR&D/B&P Costs by Pool:

a. Determine that IR&D/B&P costs are
accumulated in a separate pool apart
form the G&A pool (CAS 420.40(c)).

1.  

b. Determine that the IR&D/B&P pool
costs consist of only:

(1) IR&D/B&P project costs exclusive
of G&A (see step D.2a. above)

1.  

(2) Allocable home office IR&D/B&P
costs (see step D.3c. below)

2.  

2.  

2.  

3. Allocation to Cost Objectives:

a. Review the objectives and/or work
statements for each IR&D/B&P project
and identify those projects which benefit
only the performing segment and those
benefiting other segments as well.

1.  

b. When the project(s) benefit other
segments, determine whether the project
costs need to be transferred to the home
office. Such project costs need not be
transferred to the home office when a
direct allocation to the segments is not
substantially different from the allocation
which would be made if they were to
pass through the home office
(CAS 420.50(d) and (g)).

2.  

c. For those projects which have been
identified as benefiting more than one
segment in D.3.b. above, determine that

3.  

3.  
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the project(s) are transferred to the
home office exclusive of G&A. If the
work is not a part of an IR&D/B&P
project of the performing segment, then
transferred costs should include G&A
(CAS 420.50(d)).

d. For those projects which only benefit the
performing segment, determine that the
project costs are included in the
IR&D/B&P pool (see step D.2. above)
and allocated on the same base used by
the segment to allocate G&A expense
under CAS 410 (CAS 420.50(f)(2)).

4.  

4. Inter-Segment IR&D/B&P Effort:

a. Auditors located at segments performing
IR&D/B&P effort for another segment
must determine whether such effort is
part of an IR&D/B&P project of the
performing segment.

(1) Coordinate this determination with
the CAC, home office auditor,
and/or the auditor at the receiving
division prior to proceeding to the
next step in the audit program.

As part of this coordination,
determine whether all projects
which benefit more than one
segment need to be transferred
to the home office. Projects
need not be transferred to the
home office when a direct
allocation to the segments is
not substantially different from
the allocation which would be
made if they were to pass
through the home office.

1.  

1.  

(2) When such effort is part of the
performing segment's IR&D/B&P
project, determine that the project
costs are transferred to the home
office exclusive of the segment's
G&A.

2.  

1.  

b. Auditors at the receiving segments, should
determine whether the project costs are
transferred by the performing segments to
the home office exclusive of its G&A.

2.  

4.  

5. Deferral of IR&D/B&P Costs:5.  
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a. Determine that all B&P costs incurred
during a cost accounting period are
assigned to that period only as B&P
may not be deferred to future cost
accounting periods (CAS 420.40(f)(1)).

1.  

b. Determine that all IR&D costs incurred
during a cost accounting period are
assigned to that period except as may be
permitted by the procurement agency
(CAS 420.40(f)(1)).

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Detailed Audit Requirements -- Home Office
1. Coordination with Segment Auditors Regarding
Accumulation of IR&D/B&P Costs by the Home
Office:

a. Coordination with the segment auditor(s)
will be required to identify:

(1) Those IR&D/B&P projects which
will benefit some segments or all
segments.

1.  

(2) Inter-segment IR&D/B&P projects
which are part of the IR&D/B&P
project of the performing segment.

2.  

1.  

b. The timing of this coordination should be
both during the review of the proposed
IR&D/B&P data for the future year(s)
and the after-the-fact review of the
recorded data. The proposed data
package includes the planned
IR&D/B&P projects by segment.
The after-the-fact review provides
visibility for all recorded IR&D/B&P
projects whether or not they are
planned projects.

2.  

For those projects which have been
identified as benefiting more than one
segment, determine that the costs of
such projects have been transferred
to the home office from these segments.

3.  

Determine that the home office cost
accumulation system for such costs
is in sufficient detail so that the
allocation to the segments can be made

4.  

1.  

1.  
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in accordance with the allocation
requirements identified in step
E.2. below.

2. Allocation to Segments:2.  

Review the allocation(s) of home office
IR&D/B&P project costs to the segments to
determine that:

Direct allocations are first made for
those projects which can be identified
with specific segments
(CAS 420.50(e)(1)).

1.  

Those other projects, remaining after the
direct allocations are made to specific
segments, are allocated among all
segments by means of the same base
used to allocate the residual expenses
in accordance with CAS 403
(CAS 420.50(e)(2)).

2.  

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Concluding Audit Steps
1. Summarize the results of audit.1.  

2. Discuss results with the supervisor or the
FAO technical specialist. The auditor
should only report those noncompliances
which are considered material
(see CAM 8-302.7).

2.  

3. Coordinate significant or unusual issues
with the ACO, FAO Manager, and if
applicable, with the CAC, CHOA, or GAC
network (see CAM 8-302.4 & 8-302.6).
Coordination should be both before and after
discussion of results with the contractor.
The ACO should be apprised of
noncompliance matters at the earliest possible
date. If a noncompliance is considered
immaterial, recommend to the ACO that the
contractor be notified to reserve the
Government's right should the cost impact
become material (see FAR 30.602).

3.  

4. Prepare draft audit report in accordance
with CAM 10-805 (activity code 194XX)
when no instances of noncompliances are
found, or CAM 10-806 (activity code 19200)

4.  

1.  
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when instances of noncompliances are found.

5. Conduct an exit conference with the
contractor in accordance with CAM 4-304.

5.  

6. Finalize audit report incorporating the
contractor's response and audit rejoinder,
if applicable.

6.  

7. Update the permanent files, i.e., ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules.

7.  

Total Hours

Next Section

Open this portion of the document in Word (27.5 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCIC

Audit Program for Concurrent Audit of Incurred Costs

Version 1.0
20 October 1998

Contractor's Name: ________________________

Assignment Number: _______________________

Field Audit Office: _________________________

Date Assigned: ______________________

Auditor Assigned: ______________________

___________________________
Supervisor's Signature Indicating
Approval (Obtain Signature Before
Starting Audit)

A. Purpose and Scope1.  

This program provides a logical sequence to the audit effort required to perform a concurrent incurred cost
audit. It should reflect a mutual understanding between the auditor and supervisor as to the scope required
to meet auditing standards and DCAA objectives. The audit steps in the program are intended as general
guidance and should be expanded or eliminated as necessary to fit the audit. Those steps not required
should be marked "N/A" (not applicable). Additionally, the audit program should serve as a control
document covering the entire incurred cost audit of a contractor fiscal year. Those portions of the audit
which are covered in other assignments should be referenced at the appropriate place in this program along
with the budgeted and actual hours. This is a necessary step for summarizing and reporting of dollars
audited, and summarizing the hours expended on the audit. Audit programs in other assignments should be
cross-referenced back to this assignment.

1. The purpose of incurred cost auditing is to determine whether costs charged to auditable
government contracts are allowable, allocable, and reasonable in accordance with the contract and
applicable government acquisition regulations.

1.  

2. Concurrent auditing procedures are intended to expedite the process of establishing final indirect
cost rates, thus assisting contracting officers in closing out contracts in a more timely fashion. The
timing for performing individual audit steps (i.e. before or after the receipt of the certified proposal)
is a matter of local judgment based on local circumstances, the adequacy of internal controls, and the
efficiencies to be gained.

2.  

3. The use of this audit program assumes the contractor has been selected as an eligible participant
and has agreed to support the application of concurrent auditing procedures. The auditor and the
contractor should agree on the submission of data, the general review process, and the timeliness of

3.  

2.  
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contractor support during the audit.

4. This audit program is internally cross-referenced and referenced to the Contract Audit Manual
(CAM), the Cost Accounting Standards (CAS), the Federal Acquisition Regulation and the DoD
Supplement (FAR/DFARS), the Internal Control Audit Planning Summary (ICAPS), and the
Mandatory Annual Audit Requirements (MAARs). See CAM 6-1S1 for a listing of the MAARs and
their objectives. The auditor should combine audit steps for planned internal control reviews, CAS
audits, and the incurred cost audit steps to be performed during the contractor's fiscal year, when
feasible.

4.  

5. The MAARs concept makes a presumption of materiality requiring an assessment at all major
contractors. The auditor is expected to exercise professional judgment, considering vulnerability and
risk, in determining the scope of the review. Transaction testing will be done in accordance with the
transaction test plan developed in audit step C-8, regardless of whether the test in question is a
MAAR.

5.  

6. The auditor should determine by reviewing the permanent files and prior audit working papers if
significant costs related to CAS have been identified and to what extent required compliance testing
has been accomplished. Testing for CAS 401, 402, 405, and 406 should be performed during this
audit. For other applicable CAS standards, compliance testing should be performed at least every
three years, except if the contractor has made significant cost accounting changes that would require
CAS compliance testing in the interim. If the required CAS compliance testing was not performed,
the supervisor should determine that appropriate CAS compliance testing audit procedures are
included in the program. Many CAS standards have been partially implemented by the FAR Cost
Principles as follows:

6.  

Standard FAR Reference Standard FAR Reference
401 31.201-1, 31.203(d) 410 31.203, 31.201-4
402** 31.202, 31.203(a) 411 31.205-26
403 31.203, 31.201-4 412* 31.205-6(j)
404** 31.205-11(m), 31.205-16 413* 31.205-6(j)
405** 31.201-2, 31.201-6 414* 31.205.10(a)
406 31.203(e) 415* 31.205-6(i) & (k)
407 31.201-1 416* 31.205-19(a)
408 31.205-6(a) & (m) 417 31.205-10(b)
409** 31.205-11 418 31.203, 31.201-4

420* 31.205-18(b)

* These standards are incorporated by reference under most circumstances.

** These standards are substantively duplicated by the cost principles.

7. The determination of which audit codes will be established as workpackages at major contractor
locations will be determined during the planning process. The transaction test steps appearing in step C-8
and section D of this audit program do not identify all of the assignments to be performed. The steps
merely identify the MAARs applicable to each element of cost. The supplemental audit steps for each audit
area should be identified and budgeted into that section.

1.  

8. This program does not provide detailed audit steps for the testing of individual transactions. Transaction
test audit programs should be developed locally to permit the efficient gathering of evidential matter at
individual locations. Transaction test audit programs which may have general applicability should be
submitted through the region to Headquarters, ATTN: PAS for consideration for Agency-wide use.

2.  
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The purpose of transaction testing is to determine that claimed costs are allowable, allocable, and
reasonable. Transaction testing working papers should include the criteria (e.g., FAR
citations/requirements) used to review the transactions, the nature/description of the transaction reviewed,
and the results of the review.

3.  

9. The program is divided into seven areas shown below:

A. Purpose and Scope
B. References
C. Current Year Auditing Procedures
D. Intermediate Auditing Procedures
E. Final Auditing Procedures
F. Concluding Audit Steps
G. Audit Report Preparation and Review

1.  

The audit program steps should assist the auditor in determining the scope of audit and planning the
transaction testing.

Current year auditing procedures include audit steps that can be performed prior to the end of
the contractor's fiscal year.

1.  

Intermediate auditing procedures include audit steps that can be performed after the close of
the contractor's fiscal year but prior to receipt of a certified proposal.

2.  

Final auditing procedures include audit steps that can only be performed after receipt of a
certified proposal.

3.  

2.  

During the performance of each phase of the audit, the auditor should fully discuss any audit
findings with the contractor. Reaching agreement on questioned costs during the audit will facilitate
final agreement and audit report issuance.

3.  

1.  

B. References

1. Cost Accounting Standards Board Rules, Regulations, and Standards1.  

2. DAR 3-700, FAR 42.7 and DFARS 242.72.  

3. DAR 15-2, FAR 31.2, and DFARS 231.23.  

4. FPR Part 1-15 Subpart 24.  

5. Applicable Agency FAR Supplement(s)5.  

6. CAM 1-504, "Access to Contractor Records"6.  

7. CAM 4-400, "Audit Working Papers"7.  

8. CAM Chapter 6, "Incurred Costs Audit Procedures"8.  

9. CAM Chapter 7, "Selected Areas of Cost"9.  

10. CAM 10-500, "Audit Reports on Annual Incurred Costs"10.  

11. Contractor Permanent Files and Internal Control Audit Planning Summary (ICAPS)11.  

12. CAM 6-100 and 6-1S1, "Mandatory Annual Audit Requirements"12.  

13. CAM 3-200, "Briefing of Contracts and Requests for Proposals"13.  

14. CAM 4-702.3 and Figure 4-7-3, "Examples of Characteristics and Types of Activity Associated
with Illegal Expenditures and Acts for Specific Audit Areas."

14.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete
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C. Current Year Auditing Procedures1.  

Current year auditing procedures include steps that
can be performed before or during the contractor's
fiscal year. Preliminary steps, such as risk assessment,
coordination with the ACO and other DCAA offices,
and initial meetings with the contractor may be
performed prior to the start of the fiscal year. Audit
steps involving transaction testing can be planned
throughout the year. How and when those steps are
carried out is dependent on auditor judgment. The
auditor and supervisor should reach a mutual
understanding as to the timing of the audit steps to be
performed.

1. Preliminary Risk Assessment

a. Review relevant information from the FAO
program plan files to document the decision
to perform a concurrent incurred cost audit.

1.  

b. The auditor should consider combining audit
steps for planned internal control reviews
and CAS audits with the incurred cost audit
steps to be performed during the contractor's
fiscal year, when feasible. An incurred cost
matrix to assist in identifying audits where
audit steps may be consolidated is included
as an APPENDIX.

(1) Review the FAO program plan files for
planned Internal Control Reviews or
other system reviews. Prepare a
schedule for planned reviews and where
practical, plan the performance of the
"Detailed Audit Steps" of those
assignments in conjunction with the
auditing procedures of this audit
program.

1.  

(2) For CAS covered contractors, review
the permanent file to ensure all
significant CAS have been identified.
Compliance testing for CAS 401/
FAR 31.201-1 and 31.203(d);
CAS 402/FAR 31.202 and 31.203(a);
CAS 405/FAR 31.201-2 and
31.201-6; and CAS 406/
FAR 31.203(e) should be performed
in the applicable steps in this audit
program. Compliance on other CAS
standards should also be considered
in the subsequent steps, if applicable
(See CAM 8-305). If additional

2.  

2.  

1.  

2.  
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compliance testing for other
significant standards is required,
coordinate with the supervisor to
determine the feasibility of
performing the necessary
compliance reviews concurrently
with this review.

c. Identify areas of increased risk and reduced
risk by reviewing the prior incurred cost
audit files, CAS audits, and ICAPS.

3.  

d. Review audit leads from other audit
assignments.

4.  

e. In planning and performing the audit,
consider fraud risk indicators specific to
the type of audit being performed.
Examples of fraud risk indicators for the
subject audit area are contained in the
following sources:

Handbook on Fraud Indicators
for Contract Auditors, Section II
(IGDH 7600.3, APO March 31,
1993)

1.  

CAM 4-702 and Figure 4-7-3.2.  

5.  

Throughout the course of the audit,
document any identified risk indicators
and your response/actions to the identified
risks. If no additional audit steps are
required or no risk indicators are identified,
document this in the audit program or
working papers.

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

2. Coordination with Other DCAA Offices

a. Request assist audits of contractor records
maintained at other locations, including
corporate or home office locations and
Washington area offices (CAM 6-804,
805, and 806). The cognizant DCAA
assist audit offices should be identified and
contacted as early as possible so
concurrent auditing procedures can be
considered at these locations.

1.  

b. The FAO and cognizant Field Detachment
office should coordinate the performance

2.  

1.  
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of applicable concurrent audit steps (e.g.
floorchecks) to insure complete audit
coverage of the contractor's fiscal year.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

3. Entrance Conference

a. Obtain a list of planned audits/reviews to
be performed by the contractor's internal
and external audit staffs. If reliance can
be placed on the work of others, the file
should contain, at a minimum, the
following documentation:

(1) A copy of the report and/or written
confirmation of the work performed.

1.  

(2) The period of costs covered.2.  

(3) A summary of the result(s) of the
review(s).

3.  

(4) A statement of the degree of reliance
placed on the work of others (a
statement of the audit scope covered
by this reliance).

4.  

1.  

b. Confirm prior discussions with the
contractor regarding the support to be
provided throughout the audit. This
includes the availability of personnel and
supporting documentation. The auditor
and contractor should agree on a date to
receive the certified proposal.

2.  

c. Discuss with the contractor the audit
program steps that can be performed
prior to the end of its fiscal year,
including other audit assignment steps
(e.g. CAS, ICRs); steps to be performed
after the close of the fiscal year; and
those steps that must be performed after
receipt of the certified proposal.

3.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

4. Audit Program1.  

Complete the audit program using information
obtained during the current planning process,
recent audit experiences, the results of

2.  
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preliminary audit steps, especially new areas of
risk and sources of reliance, and discussions
with the contractor. Any significant changes
in the planned scope of audit, including the
addition or elimination of an audit step, must
be fully documented.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

5. Background Information

a. MAAR #3: Determine if the current
organization charts are contained in the
permanent file. If applicable, review any
updated charts to identify any changes
in the organizational structure. Update
the following information in the
permanent file for the year being audited.
If the information is not in the permanent
files, obtain it during this audit.

Number of direct and indirect
employees

1.  

Plant layouts and floorspace
utilization

2.  

Services performed by outside
auditors

3.  

Outside auditors' plans for internal
control reviews

4.  

Listing of financial and managerial
reports

5.  

Policies and procedures for
employee awareness training
(CAM 5-907).

6.  

1.  

b. Periodically review the contractor's
overall operation and update the
permanent file if applicable.

(1) Determine whether any major
changes have occurred or are
expected to occur in the volume of
business or through the
modernization of manufacturing
facilities.

1.  

(2) Determine whether these changes
(if any) have had, or should have
had, an impact on the contractor's
direct/indirect charging practices,

2.  

2.  

1.  
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allocation bases, contract mix, etc.

(3) Determine if the contractor
underwent or is planning a business
combination which was/will be
accounted for by the purchase
method of accounting. If so,
determine that the write-up (or
write-down) of the asset values has
been properly accounted for and
claimed by the contractor.
(CAM 7-1705.6 & 7).

3.  

(4) Review any revisions to the CAS
Disclosure Statement.

4.  

c. Review the Board of Directors' minutes.
These minutes may document major
decisions that affect the contractor's
organization and operations for the year
being audited (CAM 3-104.16e).

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

6. Contract Provisions

a. Review the contractor's contract briefings.
Ensure that all auditable contracts
awarded during the year have been briefed.
All auditable contracts must be briefed
(CAM 3-200). If the contractor has not
briefed all applicable contracts, the auditor
should consider citing the contractor for a
billing system deficiency. Any contracts
that the contractor has not briefed should
be briefed as part of this audit. Review
contract briefings for special contract
provisions affecting costs. (Coordinate
this step with effort performed in a recent
billing system review, if applicable.)

1.  

b. Look for rate ceilings or cost categories
which may not be billed directly on large
new contracts. Note for comparison to
any unexplained changes in charging
patterns (MAAR #7) identified during
steps C-5b and C-8b(2). (CAM 6-604.1)

2.  

c. Note completed contracts for closeout.3.  

1.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

7. Periodic Reconciliations1.  

Most reconciliation's are more efficiently
performed at year-end or after the submission is
received. However, if the contractor's system
supports performing periodic reconciliation's
efficiently throughout the year, the auditor may
perform them periodically. (Coordinate these
steps with effort performed in the Indirect/ODC
and/or Budget System Reviews, if applicable)

a. MAAR #15: Periodically, compare the
interim base and pool totals to the
amounts for the same period of the prior
year. Compare current actuals to
budgetary amounts for the current period.
Identify any significant variations that
require further audit analysis and/or
explanation. Determine if the indirect rate
structure to accumulate actual costs are
consistent with the indirect rate structure
used to prepare forward pricing indirect
rates for the same year.
(CAS 401/FAR 31.201-1 and 31.203(d))

1.  

b. MAAR #15: Periodically, compare the
interim detail accounts within pools to the
amounts for the same period of prior years.
Compare current actuals to budgetary
amounts. Identify any changes in
accounting practices and unexplained
significant changes in the relative dollar
value for follow-up.

2.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

8. Transaction Testing1.  

Transaction testing plans should be developed
based on risk assessment and documented for
both direct and indirect costs. Supplemental
program steps should be approved by the
supervisor. The areas where transaction testing
will be performed should be discussed with the
contractor. Throughout the contractor's fiscal
year, audit results should be discussed with the

2.  
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contractor. Significant unresolved issues should
also be discussed with the ACO. In developing
transaction tests, consider steps that can be
consolidated with steps required under current
Internal Control or CAS reviews.

During the transaction testing, ensure that the
contractor follows consistent practices in
identifying all costs incurred for the same
purpose, in like circumstances, as either direct
or indirect only. Document any
noncompliances.
(CAS 402/FAR 31.202 and 31.203(a)).

3.  

If during the current audit procedures, it is
discovered that the contractor is not
identifying and separating significant
amounts of expressly unallowable costs in one
or more accounts, stop the concurrent audit
effort on those accounts until the deficiency is
appropriately addressed/corrected by the
contractor.

a. MAAR #18: Indirect Allocation Bases.
(To the extent practical, rely on the
steps performed under a recent CAS 410,
418 and/or Indirect/ODC System Review
to satisfy these audit steps and reference
here.)

1.  

Determine that the allocation bases used
by the contractor for the allocation of
indirect costs are equitable and consistent
with applicable CAS requirements,
generally accepted accounting principles,
and applicable provisions of the contract.
(CAM 6-606).

2.  

b. Direct and Indirect Labor Reviews
(CAM 6-400)

(1) MAAR #6: Perform labor floorchecks
or labor cost charging and allocation
review. (CAM 6-404, 6-405). Obtain
a listing of contractor employees by
location to determine the need for any
assist audits of offsite labor. Prepare
requests for assist audits deemed
necessary based on risk.
(CAM 6-405.3a)

1.  

(2) MAAR #7: Review changes in
procedures and practices for direct/
indirect time charging of contractor

2.  

3.  

4.  
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employees. Review analysis of
changed conditions (step C-5b) and
direct and indirect labor account
comparisons to prior years and to
budgeted amounts (steps C-7a and
C-7b) for evidence of undisclosed
changes in labor charging practices
(CAM 6-604.1). Review labor
accounts for consistent classification
between direct and indirect
(CAS 402/FAR 31.202 and 31.203(a)).

(3) MAAR # 8: Comparative Labor
Analysis. Perform comparative
analysis of sensitive labor accounts,
e.g. standby labor. Areas of risk may
have been disclosed based on
comparisons of direct and indirect
labor accounts to prior years and
budgets performed in audit step C.7a
& b above. (CAM 6-404.6b(5))

3.  

(4) MAAR #10: Labor Adjustments.
Review adjusting journal entries and
exception reports for labor costs.
(CAM 6-404.6b(7))

4.  

(5) If necessary perform any other
required labor reviews.

5.  

c. Direct Material Reviews (CAM 6-300)

(1) MAAR #13: Purchases Existence,
and Consumption. Perform physical
observations of purchased parts or
services. (CAM 6-305.3a(2))

1.  

(2) MAAR #11: Purchasing Adjusting
Entries. Review adjusting journal
entries and exception reports for costs
of purchased services and material.
(CAM 6-305.3a(1))

2.  

(3) MAAR 12: Auditable Subcontracts.
(Coordinate the steps in this section
with effort performed during the most
recent CPSR or Purchasing System
Review, if applicable.)

(a) Review the contractor's internal
controls relating to subcontracts
and intercompany orders
(CAM 6-800).

1.  

(b) Review the contractor's schedule
of auditable subcontracts and

2.  

3.  

4.  
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intercompany orders under
auditable type government
contracts and subcontracts and
determine if the contractor has
arranged for the required assist
audit. If assist audits have not
been initiated, coordinate with
the contractor and the contracting
officer to arrange for assist audit.
(See CAM 6-801, 6-802, and
6-803).

(4) If necessary, perform other material
reviews, including make-or-buy
decisions (CAM 6-309) and
requirements reviews. (CAM 6-308)

4.  

d. Other Direct Cost (ODC) (CAM 6-500)5.  

Many, if not all ODC expense categories,
have counterparts in the indirect cost pools,
and may readily be combined with indirect
costs for transaction testing. If a separate
assignment is set up, reference the
appropriate assignment number.
____________________________
____________________________

6.  

e. Indirect Expenses (CAM 6-600)

(1) The review of indirect labor should be
done in conjunction with the review of
direct labor (step C-8b).

1.  

(2) MAAR #5: Income/Credit
Adjustments. Review general ledger,
trial balance, income/credit
adjustments, and miscellaneous
income accounts.
(CAM 6-608.2d(5))

2.  

(3) MAAR #16: Indirect Account
Analysis. Review significant or
sensitive accounts or transactions and
accounts selected through MAAR #15
review. (CAM 6-608.2) Selected
accounts reviewed on a concurrent
basis should be accounts where the
contractor has adequate point of entry
screening and where the auditor has
not identified significant questioned
costs in the prior incurred cost review.

(a) Accounts containing transactions
to be reviewed via statistical

1.  

3.  

7.  
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sampling.

(b) Accounts selected for 100%
review.

2.  

(c) Accounts to be evaluated by
reviews other than transaction
testing.

3.  

All accounts selected should be
identified below. If a separate
assignment is set up, reference the
appropriate assignment number.

4.  

Miscellaneous indirect/ODC accounts
(CAM 6-608) ___________________

5.  

Service Centers (CAS 418) ________6.  

Washington area office audits.
Incorporate the results of the assist
audit, if applicable. (FAR 31.205-22)
______________________________
______________________________
______________________________

7.  

(4) MAAR #20: Review adjusting journal
entries (CAM 6-608.2c).

8.  

(5) Ensure the contractor follows
consistent practices in selecting the
cost accounting period(s) in which
any types of expense and any types
of adjustment to expense are
accumulated and allocated
(CAS 406/FAR 31.203(e)).

9.  

(6) Expressly Unallowable Costs.10.  

Determine if expressly unallowable,
mutually agreed to be unallowable,
costs which specifically become
designated as unallowable by
contracting officer's written decision,
and directly associated costs are
identified and excluded.
(CAS 405/FAR 31.201-6, CAM 7):

11.  

Review voluntary deletions and
questioned costs for directly
associated costs that should also be
excluded/questioned.

12.  

Determine that costs directly
associated with an unallowable cost,
if normally included in an indirect cost
pool to be allocated over a base which
contains the unallowable cost, are

13.  
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allocated through the regular
allocation process.

f. Special Purpose Reviews.

(1) Insurance (CAS 416, CAM 5-1303
and 7-500). The insurance summary
on the final page of the standard audit
program for insurance reviews
(APINSURE) must be updated
annually, regardless of whether a
review has been scheduled. (Audit
effort performed in the most recent
CIPR and CAS 416 reviews should
be relied upon in determining the
extent of effort required on these
steps.)

1.  

(2) MAAR #17: IR&D/B&P. Review
IR&D/B&P to verify proper
classification and compliance with the
terms of Government contracts and
related agreements. (CAM 7-1500)
(Consolidate the steps under this
review with steps performed in a
CAS 420 review, if applicable.)

2.  

(3) Special Facilities Operating Costs,
including GOCO rent allocations, if
applicable and if programmed for
audit (CAM 6-607 and 7-300)

3.  

8.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Intermediate Auditing Procedures1.  

Intermediate auditing procedures include audit steps
that can not be performed until after the contractor's
fiscal year. A certified proposal is not required to
perform these steps.

1. MAAR #16: Continue substantive testing on
accounts with adequate screening. (Audit Step
C8e(3)) To render an opinion on the total year-
end claimed amount, some final substantive
testing on accounts tested during the current year
should be performed.

1.  

2. MAAR #15: Perform a final comparison of base
and pool totals to prior year and budgetary
amounts. Compare detail accounts within pools
to prior years and budget to identify any changes
in accounting practice/unexplained

2.  

2.  
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disproportionate changes in relative dollar value
not previously disclosed that require follow-up.
(CAM 6-608.2c(2)).

3. MAARs #10, 11 & 20: Review year-end labor,
purchasing and indirect expense adjusting entries.

3.  

4. Review organizational and financial data not
available during the year.

a. Obtain and review a copy of the external
auditor's internal control letter or a
statement that the external auditor did not
prepare an internal control letter.

1.  

b. MAAR #4: If the contractor is not a
corporation which prepares consolidated
financial statements, review the contractor's
tax returns, SEC filings and financial
statements to highlight possible areas
requiring further review. Obtain
documentation of review at the corporate
level, if appropriate.

2.  

c. MAAR #4: The corporate auditor, if
applicable, should furnish copies of the
consolidated financial statements to the
division auditors. All auditors should
review the notes to the financial statements
for possible audit leads. Note unusual
items for audit follow-up. (CAM 3-104.16)

3.  

d. MAAR #9: Review the contractor's end of
the year quarterly reconciliation of payroll
tax returns to total labor distribution.
Identify the direct labor total for
reconciliation of (fringe benefit and) labor
overhead base(s). Trace labor reconciling
items to the appropriate ledger
(CAM 6-406.2a(6) and CAM 7-1404).

4.  

4.  

5. Based on year/end data, complete the balance of
the MAARs started during the current audit
procedures, if applicable. Perform year-end tests
necessary to render an opinion on transactions
processed between the date of the interim testing
and year/end on both direct and indirect costs.

5.  

6. Review the Board of Directors' minutes not
previously reviewed for the year being audited
(CAM 3-104.16).

6.  

7. Review Pension Costs. (CAM 5-1303 and 7-600;
DCAAP 7641.79; CAS 412 and 413;
FAR 52.216-7(b)(2) and 52.232-16(a)(2)(iii)) IRS
Form 5500 or other verifiable documents and

7.  
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funding should be reviewed annually for all plan
types. Actuary's report and auditor's report
should be reviewed for changes to defined benefit
plans. (Audit effort performed in the most recent
CIPR and CAS 412 and 413 reviews should be
relied upon in determining the extent of effort
required on these steps).

8. Review the status of the assist audits (Steps C2,
C8b(1), and C8c(3)) and incorporate results
received into the audit. Follow up as needed on
the balance of the assist audits.

8.  

9. If reliance was placed on the work of others,
document the file (CAM 4-1005).

9.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Final Auditing Procedures1.  

Final auditing procedures include audit steps that cannot
be performed until the certified proposal is received.
These steps include reviewing the proposal for
adequacy and reconciling the proposal to data audited
during the year. Additionally, there may be steps that
could not be performed on a concurrent basis.

2.  

Audit results should be discussed with the contractor.
Significant unresolved issues should also be discussed
with the ACO.

1. Review the contractor's proposal. The proposal
must be accompanied by an overhead certification,
and the following data should either be included
with the proposal or be available in the
contractor's files:

a. Summary schedule of bases, pools and rates
and certification of allowability.
(CAM 6-609)

1.  

b. Detail schedule of account balances within
pools.

2.  

c. Schedule of auditable contracts and
subcontracts by government agency.
(CAM 10-504.5d(8)

3.  

The contracts should be cross-referenced
to the contractor's internal job numbers.
The schedule should identify:

CAS covered contracts1.  

contracts that contain or should
contain the penalties clause

2.  

4.  

1.  

3.  
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(FAR 52.242-3 or
DFARS 252.231-7001 or
52.231-7002) (CAM 6-609)

contracts that are subject to the
executive compensation limitation
(FAR 31.205-6 or
DFARS 231.205-6)

3.  

d. Schedule of direct costs by element by
(sub) contract, including direct hours by
labor category for T&M contracts.

5.  

e. Schedule of contract closing information
for contracts completed during the fiscal
year and a schedule of cumulative direct
and indirect costs claimed and billed.

6.  

f. Reconciliation of booked to billed costs.7.  

2. MAAR#19: Verify the mathematical accuracy
of the contractor's rate computations including
the computation of the IR&D/B&P costs
(CAM 6-611.1a). Verify that the contractor has
included voluntary deletions/unallowable costs in
the applicable allocation bases.

2.  

3. Determine if the contractor uses the fiscal year as
its cost accounting period.
(CAS 406/FAR 31.203(e)). (See CAM 8-406.1
and 6-605 for exceptions to the fiscal year.)

3.  

4. MAAR #2: Review summaries of the contractor's
total annual contract costs by major cost element
and verify that the auditable contract costs
reconcile to the contractor's accounting records
by cost element (CAM 6-610.1).

4.  

5. MAAR #14: Review the contractor's
reconciliation of proposed base & pool totals to
the contractor's accounting records. Interim
accounting data relied upon during the concurrent
audit should be reconciled to the contractor's
submission. Verify that the contractor has
excluded any agreed-to questioned costs from its
proposal (CAM 6-610.1 and 6-610.2). Review
items requiring followup. Review any significant
adjustments made to accounts previously reviewed.

5.  

6. Review the contractor's disposition of the assist
audit results for subcontract audits. Reconcile
the allowable costs reported for the subcontract
in the assist audit report with the claimed
subcontract costs in the contractor's submission.
Follow-up as needed with the assist auditor.

6.  
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7. Perform transaction testing on sensitive and high
risk accounts. An account would be classified as
high risk for concurrent auditing if:

Expressly unallowable costs were
questioned in the account in the previous
incurred cost review

1.  

The contractor has inadequate point of entry
screening for the account or

2.  

Transaction testing on the account was
suspended during interim testing due to
internal control weaknesses.

3.  

7.  

8. Review the contractor's data and computations
supporting the final executive compensation
amounts included and excluded for the
contractor's year-end calculations (CAM 6-414).

8.  

9. Completion of Field Work:

a. Update the schedule of auditable contracts/
subcontracts.

1.  

b. Calculate the government cost-type, T&M,
and FPI percentages of the indirect expense
bases using the schedule of direct costs by
element. (Step E1)

2.  

9.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Concluding Audit Steps

1. Summarize results of transaction tests.1.  

2. Summarize results of testing for compliance with
FAR and CAS 401, 402, 405, 406 and any other
CAS standard reviewed during this audit.

2.  

3. If contracts contain or should contain the
penalties clause, and expressly unallowable costs
were included in the certified proposal, prepare a
schedule of questioned costs by penalty class
within indirect cost pools and percent of the base
subject to penalty.
(CAM 6-609.f(5) and 10-504.5d(6)).

3.  

4. Update the schedule of allowable costs by
contract, if applicable. (CAM 10.504.5d(8))

4.  

5. Incorporate results of supervisory review.5.  

6. Prepare a schedule of questioned costs for the
exit conference.

6.  

7. Hold the exit conference. Refer to CAM 6-708
and 6-709.

7.  

1.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/018/0048Z018DOC.HTM (18 of 20) [11/19/1999 3:27:16 PM]



8. Summarize the results of the audit and the exit
conference.

8.  

9. Perform permanent file update.

a. Update relevant ICAPS (MAAR #1).
(CAM 5-100)

1.  

b. Update permanent file (MAAR #3).
(CAM 4-405.1)

2.  

c. Review and update the MAARs Control
Log (CAM 6-105.2a). Include a completed
copy of the control log in this working
paper package. The control log must be
signed by the supervisory auditor after
reviewing the referenced working papers or
audit working papers to insure that they
include adequate MAARs coverage or an
explanation in the working papers to
support a "not required" coding. Document
any known system weaknesses and note any
matters which should be considered in
subsequent price proposal audits. Where
appropriate, update the permanent file.

3.  

9.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Audit Report Preparation and Review

1. Prepare the draft audit report and rate letter or
DCAA Form 1 (CAM 6-900). Attach applicable
appendixes to the final report (CAM 10-505).

1.  

2. If applicable, prepare CAS noncompliance and
internal control deficiency reports.

2.  

3. Prepare a schedule of total hours in assignment
codes pertaining to this contractor fiscal year.

3.  

4. If the auditor has encountered information that
constitutes evidence or raises suspicion of fraud
or other illegal acts have occurred, refer such
suspicion by completing the DCAA Form 2000
in accordance with CAM 4-702.

4.  

5. Calculate dollars audited and cost savings.5.  

6. Post hours and other data to the audit program
and FMIS input form.

6.  

7. Incorporate results of supervisor, FAO chief, and
RAM reviews.

7.  

1.  

Total
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Concurrent Audit of Incurred Costs
Audit Areas Matrixed to the MAARS

This appendix is a Microsoft Excel file named APCICApp.

APCICApp

Concurrent Audit of Incurred Costs -- Audit Areas Matrixed to the MAARs

Version 1.0
20 October 1998

Launch Excel Spreadsheet

Next Section

Open this portion of the document in Word (51.5 KB)
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Open this portion of the document in Word (80 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCLAIM2

Audit Program for Equitable Adjustment Proposal or Claim

Version 1.3
1 April 1998

Defense Contract Audit Agency
Audit Program for Equitable Adjustment Proposal or Claim

Contractor's Name: ______________________________________________________1.  

Assignment Number: _____________________________________________________2.  

Field Audit Office: _______________________________________________________3.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope
1. Purpose: The primary purpose of this audit is to evaluate the quantum (amount of the monetary
adjustment) aspect of an equitable adjustment proposal or claim submitted under the disputes clause
(FAR 52.233-1), the changes clause (FAR 52.243), or other basis and provide information regarding
the acceptability of proposed or claimed costs and the reliability of contractor data furnished in
support of the proposal or claim. The evaluation should focus on determining the reasonableness,
allocability, and allowability of amounts submitted by the contractor related to proposed or claimed
increased/decreased costs due to the events giving rise to the adjustment.

1.  

1.  

Note: This is not an audit program for a delay or disruption proposal or claim, which represents a unique type
of equitable price adjustment. Delay or disruption proposals or claims are requests to recoup costs as a result
of government caused suspension, delay or interruption of all or part of the work of a contract. Audits of delay
or disruption proposals or claims should be performed using the APDELAY audit program.

This standard audit program was prepared to provide specific procedures to facilitate the proper planning,
performance, and reporting on the review of a contractor's equitable adjustment proposal or claim. The
audit steps in the program should reflect a documented understanding between the auditor and supervisor
as to the scope required to comply in an efficient and effective manner with generally accepted government
auditing standards and DCAA objectives. The program steps are intended as general guidance and should
be modified as appropriate in the circumstances.

1.  
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2. Scope: Audit scope will generally depend on individual circumstances. In general the review should
evaluate compliance with applicable acquisition regulations, CAS, and contract terms as appropriate.
Related audits, systems surveys, contractor internal controls and internal reviews should be considered
when selecting specific audit steps and the extent of transaction testing to be performed. Once the pre-audit
analysis is performed, a transaction testing program should be written based on the analysis. Specific audit
tests should be used based on the specific circumstances.

2.  

The auditor should include audit steps and procedures to provide reasonable assurance of detecting errors,
irregularities, abuse, or illegal acts that are material (CAM 4-702). Refer to Enclosure 4 for a listing for
fraud indicators.

3.  

B. References1.  

The following references should be reviewed prior to starting the audit:

1. CAM 12-500, Equitable Price Adjustment Proposals or Claims -- Overview1.  

2. CAM 12-600, Equitable Price Adjustment Proposals or Claims -- General Audit Guidance2.  

3. CAM 12-700, Auditing Submissions Under the Changes Clause3.  

4. CAM 10-1100, Audit Reports on Equitable Adjustment Proposals or Claims4.  

5. CAM 4-700, Responsibilities for Prevention, Detection and Reporting of Suspected Irregularities5.  

6. CAM 4-800, Special Reporting of Unsatisfactory Conditions6.  

7. FAR 33, Protests, Disputes, and Appeals7.  

8. FAR 52.233, Protests, Disputes, and Appeals clauses, as applicable8.  

9. FAR 43, Contract Modifications9.  

10. FAR 52.243, Contract clauses as applicable10.  

2.  

C. Audit Planning Considerations
1. The supervisor should consider using zero-based budgeting techniques to establish the budgeted
hours for this audit. To use zero-based budgeting techniques, the assignment is initiated without a
budget. The assignment is then provided to the auditor to perform the risk assessment, establish the
audit scope, tailor the audit program, determine the budgeted hours by major audit step, and total the
budgeted hours for the audit. The auditor and supervisor then review the risk assessment to discuss
and agree on the audit scope and budgeted hours for the assignment.

1.  

2. An equitable adjustment proposal or claim has two elements: entitlement and quantum.
Entitlement (whether the contractor has been impaired by government action and therefore has a
right to a monetary adjustment) is a legal issue. While the audit focus is on the evaluation of the
quantum, the auditor may also identify or develop information bearing on entitlement. Any
meaningful observations, such as indications that the contractor was aware of site conditions or other
causes prior to the original bid, should be incorporated into the audit when quantum is impacted, and
conveyed to the contracting officer in the report.

2.  

3. Review permanent audit files including Internal Control Audit Planning Summaries. Assess the
level of the contractor's control risk and determine the nature and extent of audit effort. Review any
prior equitable adjustment audit reports to ascertain the nature and extent duplicative issues.
Consider these in developing detailed steps. Determine if there were any CAS noncompliance issues
outstanding during the contract performance period that may have contributed to the increased costs.

3.  

4. Review the audit request to determine the objectives of the audit, noting any specific information
requested. Coordinate with the requester to gain an understanding of the nature of the proposal or
claim. Determine whether there are any specific concerns or additional information that was not
included in the request. Prepare any audit steps necessary to satisfy specific requirements of the
request.

4.  

3.  
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5. Review guidance referenced in CAM 12-504 to determine whether the request for equitable
adjustment is a claim under the disputes clause of the contract. If the request is a claim, the auditor
should be aware that the Contract Disputes Act requires that interest accrues to the contractor on the
settled amount from the date that the contracting officer receives a valid claim. In addition, the
contracting officer is limited to only 60 days or a specified future date from the date a valid claim is
received to render a decision on disputed matter. Accordingly, it is critical to provide timely audits
of data supporting the claim. Refer to the Screening Checklist (Enclosure 1) for further guidance.

5.  

6. If a time limit is determined to be inadequate to complete the audit (especially major proposals,
sensitive reviews, or proposals with potential for significant audit findings), the auditor should
request a time extension detailing the areas where work will not be completed because of the time
restriction. If the extension is not granted, issue a report to the requester within the stated time
period. The report should state the reasons for the denial of the time extension. In addition,
coordinate with the requester to determine whether continued audit effort beyond the set due date
would be beneficial. If the requester desires continued audit effort, the audit report should also state
that the audit effort is continuing and that a supplemental report will be issued.

6.  

7. If the claim has been appealed to a board of contract appeals or U.S. Court of Federal Claims (See
FAR 33.211), a government trial attorney may request an initial audit of a claim or an "update" to an
audit completed prior to the appeal. Refer to CAM 1-407 for guidance on the relationship with
government legal counsel in contract disputes matters and CAM 15-500, Procedures for Actual or
Potential Contract Disputes Cases.

7.  

8. When the contractor appeals a contracting officer's final decision to a Board of Contract Appeals
or the U.S. Court of Federal Claims, coordinate all actions with the assigned trial attorney/DOJ
attorney. Do not accept audit requests regarding the claim from anyone without first discussing the
matter with the DOJ attorney.

8.  

9. If this is a construction claim, review FAR 31.105 cost principles applicable to such contracts.9.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Preliminary Audit Steps:
1. Review the contractor's proposal or claim to
determine if it is adequate to be audited using
the attached checklist (Enclosure 1). If it is
determined that the proposal or claim is
inadequate for audit, coordinate with the CO
to return the proposal or claim to the
contractor for supplementation prior to
initiating the audit (see Part X of the enclosed
checklist, Enclosure 1).

1.  

2. Prepare any audit steps necessary to satisfy
specific requirements of the request for audit.

2.  

3. In planning and performing the audit, consider
fraud risk indicators specific to the type of
audit being performed. Examples of fraud risk
indicators for the subject audit area are
contained in the following sources:

3.  

1.  
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Handbook on Fraud Indicators for
Contract Auditors, Section II.
(IGDH 7600.3, APO March 31, 1993)

1.  

Audit program enclosure # 42.  

Throughout the course of the audit, document
any identified risk indicators and your
response/actions to the identified risks. If no
additional audit steps are required or no risk
indicators are identified, document this in the
audit program or working papers.

4.  

4. Review the proposal or claim to determine if
significant subcontract costs exist. Request
assist audits as necessary.

5.  

5. Prepare a "Chronology of Significant Events"
(Enclosure 2). If a list was not provided with
the request for audit, contact the contracting
officer and request that the list be provided per
FAR 43.204(b)(5). Coordinate with the
requester on the following areas as necessary
as soon as possible after receipt of audit request:

a. Proposal or Claim. Review CAM 12-504
and the submission to differentiate
between an REA proposal or a CDA
claim, and if it is a routine or non-routine
demand for payment. Before proceeding
with the audit, contact the CO for a
determination whether the submission
is a proposal or claim. Refer to Enclosure
1, Steps C1 and C2. This determination
is necessary before performing step F.8.

1.  

b. Scope Restriction. If the request contains
a scope restriction or proposes to limit
the audit to particular areas, the auditor
should ascertain the reasons. If
compliance with the restriction or
limitation would substantially diminish
the value of the audit, the auditor should
advise the requester and the trial attorney,
if any, and propose additional areas for
review.

2.  

c. Time Limit. If a time limit is determined
to be inadequate to complete the audit
(especially a major proposal or claim,
sensitive review, or proposal or claim
with potential for significant audit
findings), request a time extension
detailing the areas where work will not

3.  

6.  
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be completed because of the time
restriction. If the extension is not
granted, issue a report to the requester
within the stated time period. The report
should state the reasons for the denial of
the time extension. In addition,
coordinate with the requester to
determine whether continued audit effort
beyond the set due date would be
beneficial. If the requester desires
continued audit effort, the audit report
should also state that the audit effort is
continuing and that a supplemental
report will be issued.

6. Discuss the background of the proposal/dispute
with the CO (and Trial Attorney/DOJ attorney
if appropriate). Obtain an understanding of the
government's position on the alleged changed
condition. Document any differences between
the contractor and the government. Differences
concerning alleged inaccuracies in technical
specifications or additional requirements may
have a significant effect on labor, materials,
and other proposed or claimed costs.

7.  

7. Coordinate with the requester as soon as
possible after receiving the audit request
regarding the availability of technical assistance.
If the proposal or claim includes costs for loss
efficiency or learning, determine if a technical
evaluation is needed to ascertain the
reasonableness of the factors used. Technical
assistance may be required to determine the
cost realism of the bid or negotiated cost
elements. (Refer to step 12 below.)

8.  

8. Review the CO's contract files for pertinent
documents such as relevant change orders,
detailed field reports and job process reports.

a. Review all prior and current contract
price adjustments for duplication of
cost in the instant price adjustment.

1.  

b. Review all contract modifications
(FAR 53.301-30, Standard Form (SF) 30,
Amendment of Solicitation/Modification
of Contract) for release/waiver clauses
related to the specific change order or
previously compensated change order
proposals. The CO may have issued a
supplemental agreement whereby the

2.  

9.  
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contractor released the government from
any and all liability under the contract for
further equitable adjustments relating to
the same facts and circumstances giving
rise to the earlier modification.
(See FAR 43.204.)

9 Brief the contract for the period of performance,
total contract amount, and all pertinent FAR
clauses or provisions. Complete a contract
brief (Enclosure 3).

10.  

10. Determine if there was a formula in the
contract for computing the requested price
adjustment or if subsequent modifications
to the contract provided a formula or basis
for computing adjustments that differ from
those of the original contract.

11.  

11. Review relevant Internal Control Audit
Planning Summaries, permanent audit files
and prior audits. Determine the audit risk
and the nature and impact of prior findings
on the contractor's accounting and
estimating systems. Evaluate problem areas
for consideration in developing detailed
audit steps.

12.  

12. Review the initial pricing or bid data to
determine if the contractor may have
underbid the original contract that would
impact the labor, material, or other costs
submitted (reference FAR 3.501). If no
audit was conducted on the initial pricing
proposal, request and review the
contractor's supporting data related to the
initial pricing proposal or bid for any
information that may impact the costs
submitted.

a. Compare the bid or negotiated cost
elements and actual cost data, exclusive
of that related to the change to determine
a possible loss on the contract. Technical
assistance may be required to evaluate
any significant differences in labor hours
or material quantity costs. Proposed or
claimed cost elements that were not
included in the bid may indicate
intentional underbidding.

1.  

b. Question costs unrelated to the change or
those underestimated in the bid. Provide
comments on the contractor's profit or

2.  

13.  
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loss position in the audit report.

13. If the claim has been appealed to a Board of
Contract Appeals or U.S. Court of Federal
Claims, coordinate with the trial attorney on
the rules of evidence (contractor records)
applicable in the circumstances
(see CAM 1.407).

14.  

14. Review FAO files to determine if a DCAAF
2000 has been filed that relates to the
subject matter of the proposal or claim.
If it has, notify the appropriate investigative
agency or DOJ attorney of the proposal or
claim. Notify the contracting officer of the
DCAAF 2000.

15.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Entrance Conference
1. Arrange an entrance conference with the
contractor's representative(s) responsible
for preparing the proposal or claim.

1.  

2. Make sufficient inquiries to fully understand
the contractor's position regarding the nature
of the proposal/claim and the extent of alleged
government responsibility. Discuss these
issues with the CO (and trial attorney if
appropriate). Differences concerning alleged
inaccuracies in technical specifications or
additional requirements may have a significant
effect on labor, materials, and other submitted
costs.

2.  

3. Make inquiries to fully understand the
methodology used to develop the price
adjustment. Such inquiries should cover:

a. If the contractor used the total cost
method or modified total cost method
for one or more of the proposal or
claim elements, see steps F 11).

1.  

b. If costs incurred related to the changed
condition were segregated in the
contractor's records. If costs were not
segregated, determine why not. If the
contractor's accounting system does
not adequately identify and segregate
costs by project and contract, has the

2.  

3.  

1.  
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contractor summarized the incurred
costs from pertinent source documents
to fully disclose the actual costs
applicable to the contract and the
proposal or claim?

c. The extent that incurred costs related to
the changed condition were used in the
pricing of the adjustment.

3.  

d. The extent that estimates were used in
the pricing of the adjustment. If
estimates were used to price the
adjustment, to what extent were
they based on incurred costs?

4.  

4. Obtain additional supporting data including
budget and actuals for indirect costs, direct
costs, labor hours, and costs, material costs,
and subcontracts, audited financial statements
and tax returns for the entire period of
performance of the contract.

4.  

5. If external legal or financial consultants
prepared the proposal or claim, obtain a copy
of their working papers that support the
proposal/claim. Costs of proposal or claim
preparation should be identified separately
from other claimed costs to determine their
allowability (see Step F8).

5.  

6. Review the contractor's correspondence
and contract files for relevant documents.
Obtain a list of all outstanding and recently
settled claims adjustments on other contracts
that relate to the period of performance of
the subject contract.

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Detailed Audit Steps
1. Review of Contractor's Proposal or Claim
Submission

a. If the contractor's proposal or claim
support was initially determined to be
adequate for audit as a result of applying
preliminary audit step D.1, but is
subsequently determined to be
inadequate during field work (e.g.
referenced supporting documentation
is inadequate or unavailable), discuss

1.  

1.  

1.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/019/0048Z019DOC.HTM (8 of 30) [11/19/1999 3:27:56 PM]



with the contractor what additional
data is needed. Document the results
of any discussions in writing. If such
data is not reasonably available, follow
the procedures in Part X of the Screening
Checklist, Enclosure 1. Perform
mathematical verification of the proposal
or claim and supporting data.

b. Prepare a comparative analysis of the
financial data obtained in step E.4. to
assist in evaluating the reasonableness
of an assertion that a loss has been
sustained.

2.  

2. Review the prime contractor's subcontract
files.

a. Follow up with cognizant FAOs for
subcontractors identified in step D.4. to
assure timely issuance of assist reports
for incorporation in the audit report. If
there will be a delay in the assist audit
report, coordinate with the CO to
determine if the results can be forwarded
directly to the CO after issuance of the
report.

1.  

b. Forward any pertinent data such as lien
releases, correspondence and the like to
the subcontract auditor. Offer to
provide any additional supporting data
the assist auditor may require.

2.  

c. Review the prime contractor's
correspondence file for legal documents
related to subcontractors. Review of
the files may disclose that the prime
contractor is holding the subcontractor
liable for increased cost as a result of
changed conditions caused by the
subcontractor, or that the subcontractor
waived its rights at some point.

3.  

d. Determine if the prime contractor has
recorded a liability for the subcontractor's
claim. While a failure to do so does not
preclude recovery, it is an indicator of
the prime contractor's belief in the
validity of the subcontractor's claim.

4.  

e. For construction contracts, determine if
any of the original subcontractors
defaulted. If there were subcontractor

5.  

2.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/019/0048Z019DOC.HTM (9 of 30) [11/19/1999 3:27:56 PM]



defaults, determine if the prime received
or will receive payments from the original
subcontractor's bonding company
(surety). Question any costs reimbursed
by the bonding company that are related
to proposed or claimed costs.

3. Subcontract Audit

a. Advise the subcontractor that the audit
report may be made available to the
prime contractor or upper-tier
subcontractor and that the audit report
will indicate the extent to which the
subcontractor agrees to disclosure of
the results.

1.  

b. Obtain the subcontractor's consent for
release of the audit report or reason(s)
for not authorizing release. If there are
restrictions to the release of data to the
prime, ask the CO whether the audit
should be continued.

2.  

c. Coordinate with the prime auditor on
the due date and other items of mutual
concern.

3.  

d. Brief the contract between the prime
and the subcontractor. Determine if an
exculpatory clause limits the prime
contractor's liability to the subcontract
price. If such a clause is included,
determine if the prime contractor's right
to recover damages is limited. A
deviations and substitutions clause may
limit the liability of the prime for any
substitutions or deviations not approved
by the government.

4.  

3.  

4. Consider CAS and FAR Implications

a. Determine that the contract contains the
CAS clause before proceeding with this
section. Equitable adjustment proposals
or claims commonly arise under
fixed-price contracts and frequently
under sealed-bid contracts or contracts
exempt from CAS or FAR Part 31.

1.  

b. Refer to the contractor's Disclosure
Statement (if any) in effect during the
period of incurrence of proposed or
claimed costs and the results of prior
reviews.

2.  

4.  
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c. Ascertain that accounting for significant
cost elements in the proposal or claim is
consistent with established/disclosed
practices and comply with FAR Part 31
and the Cost Accounting Standards if
applicable.

3.  

d. Refer to the FMIS and CAS Compliance
Testing Reports in the permanent file or
planning file. A CAS compliance review
should be accomplished, as needed, and
documented for applicable standards (see
standard audit program for such reviews).

4.  

Coordinate with your supervisor for
possible audit extension and setup of
separate assignment number for a
noncompliance report if positive
noncompliance situations are indicated.
Materiality should be considered prior to
initiating a separate noncompliance report.
Refer to CAM 8-302.7.

5.  

5. Transaction Testing Program5.  

Draft a transaction testing program to determine
the cause and the reasonableness, allowability
and allocability of proposed or claimed costs.
The focus should be on the isolation of
incremental cost increases (reasonable costs
that would not have been incurred "but for"
the government action or inaction) for which
the contractor can demonstrate a logical
causal connection to government-directed-out-
of-scope work or other government actions.
Also consider offsets to cost increases whereby
certain costs were not incurred because work
was replaced with different work.

a. Increased costs due to labor variances.

(1) Rate variance: The difference
between the estimated and the
actual hourly rate for the skill levels
proposed. Determine if an increase
in rate arose from escalation due to
time-shifting of performance if due
to government action or inaction.
The contractor would be
responsible if the contractor
under-estimated the average labor
rate for the time period of
performance.

1.  

1.  

6.  
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(2) Substitute variance, mix variances:
The costs of using a different skill
level or labor mix than originally
estimated is ordinarily under the
contractor's control regardless of
the government's action.

(a) Determine if the average rate
per hour fluctuates
considerably which would
indicate a possible
substitution variance.

1.  

(b) Obtain information on skills
proposed and skills used to
determine the difference
between a rate variance and
a substitution variance.

2.  

(c) If the changed conditions
appear to have required a
different labor mix, request
a technical evaluation. For
example, defective
specifications could require
more experienced or skilled
labor.

3.  

2.  

(3) Efficiency or hours variances:
Additional hours may be claimed
because of loss of efficiency.

(a) Determine the cause of the
increased hours. Question
increased hours due to
contractor inefficiencies or
poor management.

1.  

(b) If an improvement curve is
used to support a claimed
loss of efficiency or learning,
determine if the supporting
past performance, industry
standards, or other basis are
appropriate in the
circumstances. Refer to
CAM F-500 for further
guidance. Technical
assistance may be required.

2.  

3.  

(4) Other causes of variances:
Determine if claimed increased
hours are caused by changes in
make-or-buy decisions, production

4.  
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methods, and/or labor mix
subsequent to the award of the
contract. If such changes are not
related to the changed condition,
determine if the contractor
properly accounted for such changes
in the claimed increased hours.

b. Increased costs due to material variances.

(1) Price variance: The contractor
may claim increased costs due
to the materials used. Trace
price variances to purchase
invoices. Determine if any
advance agreements protect
the contractor from cost growth
which would preclude recovery
of implied cost growth.

1.  

(2) Quantity variance: A change in
the number of material items
used could cause a quantity
variance. Review contractor
records to determine the cause
of the variance such as spoilage,
obsolescence, theft, inadequacy
of initial estimate or other causes
that may or may not be the result
of government actions.

2.  

2.  

c. Indirect expenses allocable to increased
direct costs:

(1) Determine if the contractor's
indirect expense rates were
properly calculated and applied.

1.  

(2) Determine if the contractor
identified and excluded unallowable
indirect expenses from the indirect
expense pools.

2.  

(3) Determine if the contractor
demonstrated the causal/beneficial
relationship between indirect
expenses and the allocation base.

3.  

3.  

d. Other direct costs: Determine if the
contractor's claimed other direct costs
(e.g. travel costs, overtime premium
and equipment charges) are allocable
to the contract and were caused by the
changed condition.

4.  

e. Determine if credits were applied that5.  
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related to the sale of scrap material
rendered useless by government-directed
design changes.

6. Perform Transaction Testing Program Audit
Steps

7.  

Perform the audit steps developed in the
transaction testing program developed at
Step F.5.

8.  

7. Make Adjustments9.  

Based on the steps above, determine
adjustments to the proposed or claimed
costs and prepare an explanation of the
basis for each finding for the working
papers and the draft report.

10.  

8. Claim Preparation Costs

a. For proposal preparation costs, review
the supporting documentation. These
costs are generally allowable, however,
determine if the costs are reasonable and
allocable.

1.  

b. Ascertain the contractor's practices for
charging proposal preparation costs.
Normally proposal preparation costs are
not considered direct costs. However,
proposal preparation costs may be a
direct charge if they are incurred
incidental to the performance of the
contract rather than incidental to the
submission of the request for equitable
adjustment.

2.  

c. Claim prosecution costs incurred after
the submission of a claim to the CO
are unallowable even if incurred in
support of negotiations
(see CAM 12-606). Determine if
claimed preparation and support costs
are factually related to the submission
of the claim. Such costs are unallowable
per FAR 31.205-47(f). Review invoices
and other documents sufficient to
ascertain the nature and scope of the
services provided.

3.  

11.  

9. Construction Contracts

a. Review the job site diary, as important
information not available in the
accounting records may be available here.
Such information may include extent of

1.  

12.  
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work performed. Discuss data found in
the records with pertinent personnel and
review any discrepancies between the
records and the proposal or claim.

b. If the proposal or claim includes costs
of construction equipment, review the
submitted costs based on the
allowability requirements set forth in
FAR 31.105(d)(2).

2.  

10. Total Cost or Modified Total Cost Method13.  

If the contractor computed any element(s) of
the proposal or claim using the total cost or
modified total cost method, perform the
following steps to determine if the contractor
meets the criteria for acceptable use of the
method. These steps should be performed
in addition to any of the foregoing applicable
steps. Determine if the contractor's proposal
or claim meets the following criteria:

a. Impossible to determine actual related
increased costs.

(1) Review the contractor's
accounting system to determine
the capability and requirements
to separately account for
increased costs caused by the
asserted change(s).

1.  

(2) Determine if the contract included
the Change Order Accounting
Clause (FAR 52.243-6). Determine
if the CO issued any directives
requiring the contractor to establish
separate cost accounts for activities
related to changed work and if the
contractor complied with the
directive.

2.  

(3) If the contractor is CAS covered,
review the disclosure statement for
statements regarding the capability
of the accounting system to
segregate costs when necessary.

3.  

1.  

b. Bid is realistic

(1) Compare the bid with Request for
Proposal (RFP) requirements.
Determine if any significant
elements were omitted from the
bid but included in the submitted

1.  

2.  

14.  
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costs.

(2) Compare the contractor's bid with
other contractors' bids for the same
acquisition, if available from the CO.

2.  

(3) Compare the proposed price to
recent historical data of similar
work. If the bid is significantly
less, determine why.

3.  

(4) Compare the contractor's bid
delivery schedule with those of
unsuccessful bidders. Determine
the reasons for significant
differences.

4.  

(5) Compare bid cost elements to
incurred cost elements. Examine
those elements where the bid and
the incurred costs are significantly
different. Determine the reason
for the difference.

5.  

(6) Review prior audit reports on the
contractor's estimating system for
deficiencies that may have
impacted the reasonableness of the
bid.

6.  

c. Incurred costs were reasonable.

(1) Reconcile the claimed costs to the
contractor's books and records.
Determine if the incurred costs were
allocable, allowable and reasonable
in nature. Question those costs
proposed or claimed that were not
incurred or would not be incurred.

1.  

(2) Obtain technical assistance to
determine the cost realism of the
estimate to complete if the contract
is not yet complete.

2.  

(3) Determine if the contractor used
estimates based on incurred costs.
Any add-on factors to incurred
costs or estimated costs should be
logical and reasonable in the
circumstances.

3.  

(4) Evaluate changed methodologies
from the bid to the incurred costs.
Determine if the contractor changed
the labor mix or revised the make-or
buy decisions. Determine the impact

4.  

3.  
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on submitted increased costs.

d. Government is clearly responsible.

(1) Review the contract budgets for the
period of performance and the
contractor's policies and procedures
for comparing actual performance to
the budget. Identify and analyze
variances the contractor should have
identified as work was accomplished.
Gather information on contractor
caused increased costs and increased
costs due to alleged changed work.

1.  

(2) Determine if the contractor
implemented any accounting
changes having impacts that
were not considered in the claim.

2.  

(3) Determine if the contractor
recognized any increased costs
attributable to its own
mismanagement in scheduling or
material procurement.

3.  

(4) Review correspondence between
the prime contractor and the
subcontractor(s) for indications of
subcontractor failure to perform
according to schedule or other
issues that would cause increased
subcontract costs.

4.  

(5) Determine if there were
extraordinary equipment repairs or
delayed material ordering or
deliveries that were charged to the
contract and not the responsibility
of the government.

5.  

(6) Review increased incurred overhead
costs that may have been caused by
loss of planned contract awards,
contractor-caused delays, or
contract terminations that are not
the responsibility of the government.

6.  

(7) Determine if there were higher than
normal material scrap costs that
may indicate contractor caused cost
growth.

7.  

(8) Determine if the prime contractor
proposed or claimed hours that
were actually performed by a

8.  

4.  
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subcontractor. Determine if the
subcontract was a firm fixed
price and if there was a change
to a cost reimbursement contract.
If there was no change, there is
no liability to the government.

e. Based on the results of performing the
previous steps, determine if proposed
or claimed costs are acceptable as a
basis for negotiation or settlement
because they meet the four criteria
for applying the total cost method.

5.  

f. Modified Total Cost Method6.  

Perform the relevant steps above.
Determine if the adjusted costs were
accurate and complete.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Concluding Audit Steps
1. Summarize audit findings on lead schedules.
Include narrative comments which concisely
describe the contractor's basis for proposed
or claimed costs, questioned costs and basis
of determination.

1.  

2. Review technical reports and translate findings
into dollars. Any reservations by the auditor
in regard to scope, basis for conclusions, etc.,
included in the technical reviews should be
coordinated with government technical
personnel before incorporation of the technical
report into the audit report (CAM 4-1000).

2.  

3. Complete other audit working papers.3.  

4. Determine if any fraud indicators are present
(Enclosure 4). Review findings with supervisor.
Take actions indicated by CAM 4-700 or 4-800.

4.  

5. Discuss audit findings with supervisor and FAO
claims technical specialist (if available).

5.  

6. Arrange and conduct an exit conference with
contractor representatives in accordance with
procedures specified in CAM 4-300. For
claims appealed to the Boards of Contract
Appeals or U.S. Court of Federal Claims,
coordinate with the trial attorney/DOJ
attorney prior to conducting an exit conference.

6.  

1.  
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7. Draft audit report using the guidance in
CAM 10-1100. Include contractor responses
and, where appropriate, the auditor's rebuttal.

7.  

8. Update permanent file as necessary (including
Internal Control Audit Planning Summaries,
ICAPS).

8.  

9. Determine the need for issuance of other related
reports (e.g., CAS noncompliance report and/or
flash internal controls deficiency report).

9.  

10. The supervisory auditor should validate dollars
examined and costs questioned in the FMIS
Audit Disposition Form to assure compliance
with Agency instructions.

10.  

Enclosure 1

Screening Checklist -- Equitable Adjustment Proposal or Claim

Version 1.3
1 April 1998

Contractor: ______________________________________________________________
Assignment No.: __________________________________________________________
Auditor's Name: ______________________________ Date: _________________
Reviewer's Name: _____________________________ Date: _________________

I. Background1.  

The following screening checklist is provided to assist in determining whether the contractor's equitable
adjustment proposal or claim is adequate for audit. Only if the proposal or claim is submitted in
substantially the same format and containing the same data as required in a completed Table 15-2 (FAR
15-408(m)) is it considered adequate for audit. The checklist should be used prior to beginning the audit.
See CAM 12-503 for further guidance on audit adequacy of equitable adjustment proposals or claims.

2.  

None of the contract clauses that authorize equitable adjustments require a contractor to submit any data in
support of its request for adjustment. Additionally, the FAR coverage of claims does not require a
contractor to disclose any data in support of its claim. Further, the Court of Appeals for the Federal Circuit
and the ASBCA have held that a contractor does not have to disclose any data to support the quantum
aspect of a claim. Thus, unless there is a specific term in the contract that requires a contractor to disclose
data relating to a request for equitable adjustment or claim, the only regulatory or statutory requirement in
this regard is found in TINA and FAR Part 15. However, these requirements apply only to requests for
equitable adjustment if the request exceeds the TINA threshold and the contracting officer requires the
submission of cost or pricing data. Despite this, it is usually in the contractor's best interest to disclose
adequate data to support its request for equitable adjustment or claim if the contractor wants to be paid
quickly. However, the manner of such a disclosure and the format in which the data is presented is within
the discretion of the contractor. Nonetheless, auditors should not start the audit without obtaining adequate
supporting data. Only if the contracting officer insists that the audit be performed on the inadequate data
provided with the proposal or claim, should the audit proceed after following the guidance in CAM
12-503.

3.  

The reviews of equitable adjustment proposals or claims have historically been high risk audits resulting in4.  
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large amounts of questionable costs largely due to inadequate supporting data. If during the screening
process, the auditor finds reasonable suspicion of fraud, corruption, or unlawful activity, the auditor should
refer to CAM 4-702 which explains the auditor's responsibilities in these areas. Specific fraud indicators
that the auditor may encounter during the proposal or claim audit are discussed in Enclosure 4 of the
standard audit program for equitable adjustment proposals or claims.

II. Screening for Audit Adequacy of Proposal or Claim5.  

The following checklist is intended to assist in screening the contractor's proposal or claim before
commencing the audit to conserve audit resources and to identify inadequately supported proposals or
claims. To answer some of the questions, the auditor will need to have knowledge of the contractor or
make additional inquiries of the contractor, e.g., question 4 below. Questions coded with a "C" indicate
that they are critical to the acceptability of the proposal or claim. A "no" response to any one of them will
often result in the auditor recommending that the proposal or claim be rejected by the CO and returned to
the contractor for correction. Questions coded with an "S" are critical if related proposed or claimed costs
are significant.

6.  

Comment
Yes No N/A Reference

III. General Steps:
C1. For claims, did the contractor provide a signed
certificate as required by FAR 52.233-1 (above
$100,000)? (If no, coordinate with the requester
and the contractor to obtain timely certification.
If not obtained, the CO should be advised to
return the claim to the contractor.)

1.  

C2. For proposals, did the contractor provide a
signed certification for the request as required
by DFARS 252.243-7002, if the request is
above the simplified acquisition threshold
($100,000)? If the contractor is required to
submit cost or pricing data, did the contractor
submit the data in conformity with Table 15-2
(FAR 15.408(m)).

2.  

C3. Did the contractor identify the factual data
available in the accounting records to support
the proposal or claim and is access available
to all relevant factual data? (Inquire about
job site diaries, equipment utilization records,
project status reports and the like.)

3.  

C4. Are the contractor's accounting books and
records available for the period prior to,
during and after the period of performance
to support the proposal or claim?

4.  

C5. If the contractor's accounting system does
not adequately identify and segregate costs
by project and contract, has the contractor
summarized the incurred costs from pertinent

5.  

1.  
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source documents to fully disclose the actual
costs applicable to the contract and the
proposal or claim?

S6. Is each cost element of the proposal or claim
adequately supported by relevant and factual
cost data? (The data needs to be either included
in the proposal or claim or specifically identified
and referenced.)

6.  

C7. Did the contractor adequately explain the
causes for the proposed or claimed increased
costs and the time periods involved?

7.  

C8. Is access available to the original bid? This is
particularly important when the contractor's
proposal or claim is based on the difference
between bid costs versus actual costs, either
in total or by element of cost (the total cost
method, see CAM 12-704).

8.  

Comment
Yes No N/A Reference

IV. Direct Labor:
S9. Did the contractor include or specifically identify
the data to adequately support the proposed or
claimed hours and hourly rates for each direct
labor category? (Key source documents include:
completed timecards; payroll records; job site
diaries, if a construction contract; and personnel
records.)

1.  

S10. If an improvement curve is used to support a
proposed or claimed loss of efficiency or learning,
is it adequately supported by past performance,
industry standards, or other acceptable basis?

2.  

S11. Does the proposal or claim give consideration
to any changes affecting direct labor such as
changes in make-or-buy decisions, production
methods, and labor mix made subsequent to
contract award?

Is the impact of the changes on the proposal
or claim adequately supported?

1.  

3.  

Comment
Yes No N/A Reference

V. Materials:
S12. Did the contractor include or specifically identify
the data to adequately support the claimed material

1.  

1.  
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costs? (Key source documents include: requisitions;
purchase orders; invoices; receiving reports; paid
vouchers; canceled checks; records of excessive
scrap possibly due to faulty specifications; bills of
materials; and drawings.)

S13. Does the proposal or claim give consideration to
any changes affecting material costs such as
changes in make-or-buy decisions and production
methods made subsequent to contract award?

Is the impact of the changes on the proposal
or claim adequately supported?

1.  

2.  

Comment
Yes No N/A Reference

VI. Subcontracts:
S14. If the proposal or claim includes subcontract costs,
did the contractor obtain and analyze an adequate
subcontract proposal or claim and include the
results of that analysis in the proposal or claim?

1.  

1.  

Comment
Yes No N/A Reference

VII. Indirect Expenses:
S15. Did the contractor show how the indirect expense
rates were calculated and applied? The support
for the indirect rates should consist of cost
breakdowns, trends, and budgetary data.

1.  

S16. Did the contractor identify and exclude the
unallowable indirect expenses from the indirect
expense pools?

2.  

1.  

Comment
Yes No N/A Reference

VIII. Other Direct Costs:
S17. Did the contractor include or specifically identify the
data to adequately support claimed other direct costs
(e.g., travel costs, overtime premium and equipment
charges)? Are claimed equipment costs submitted in
accordance with contractual terms? (See FAR 31.105
concerning allowable equipment costs on covered
construction and architect-engineer contracts.)

1.  

1.  

Comment
Yes No N/A Reference
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IX. Profit:
S18. Did the contractor provide support for the proposed
profit, including identification of the contract clause
under which the proposal or claim has been made?

1.  

1.  

Comment
Yes No N/A Reference

X. Summary of Adequacy
1. Is the proposal or claim adequate for audit?

If yes, proceed with audit and coordinate an
acceptable report date with the CO.

1.  

If no, discuss the inadequacies and the corrective
actions needed with the CO and the contractor.
If the contractor does not immediately correct
deficiencies, the auditor should immediately
recommend that the CO reject the proposal or
deny the claim. Confirm the notifications in
writing (include an explanation of the deficiencies
and needed corrective actions) with the CO and
contractor.

2.  

1.  

2. If, after receipt and consideration of the auditor's
written notification, the CO does not agree to return
the proposal or deny the claim, discuss the reasons
with the FAO manager and/or RAM to determine if
their assistance is needed in convincing the CO to
return the proposal or deny the claim.

2.  

3. If, after FAO Manager and/or RAM involvement
with contract administration management, the CO
insists that an audit be performed on the inadequate
proposal or claim, confirm this in writing and advise
the CO that an audit cannot be performed on
unsupported items, and, as a result, all unsupported
items will be questioned and an adverse audit
opinion will be expressed on the proposal or claim.

3.  

1.  

Enclosure 2

Equitable Adjustment Proposal or Claim

Version 1.3
1 April 1998

Filed under Changes clause ( ) Disputes clause ( )

Contract No. ________________________1.  

Board of Appeals Case No. __________________
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Chronology of Significant Events

Contractor Name: ________________________________ Telephone: _________________
Outside Preparer: ________________________________ Telephone: _________________
Trial Attorney Name: _____________________________ Telephone: _________________
Date of Contract Award: __________________________ Amount: ___________________
Modifications: Refer to contract brief
Date(s) of alleged abnormal condition(s): From________________To________________
Description: (Append copy of concise written description, preferably from within the claim; alternatively
prepare and append a summary.)
Performance dates per contract: From_______________To________________
Actual performance dates: From_______________To________________
Date entitlement determined or contracting officer decision rendered: ____________________
Date of certification of the claim: _________________________________________________
Date audit request received: _____________________________________________________

Pertinent Government or Contractor Action:
(Description/Reference) Date
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____

Enclosure 3

Equitable Adjustment Proposal or Claim
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Version 1.3
1 April 1998

Contract No. ______________________

Contract Brief

Contractor Name and Address:

___________________________________________________________________________

___________________________________________________________________________

__________________________________________________________________________

RFP No.: _________________________________________________________________

Price Proposal Evaluation Assignment No(s): _____________________________________

Date of Contract Award: _____________________________________________________

Amount: $ ________________________________________________________________

Contract Type: Fixed
Price___

T&M___ Cost-type___ Other______________________

Procurement Type: Sealed
Bid___

Competitive Negotiation___ Sole Source___ Other___

CAS Coverage: Full______ Modified_____ None_____
Modifications:

Date Amount Perf. Period No. Date Amount Perf. Period
_______ $_______ ___________ 5 _______ $_______ ___________
_______ $_______ ___________ 6 _______ $_______ ___________
_______ $_______ ___________ 7 _______ $_______ ___________
_______ $_______ ___________ 8 _______ $_______ ___________

ACO Name and Address: _______________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

PCO Name and Address: _______________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________
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Applicable Procurement Regulations: ______________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

Scope of Work: ______________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

Liquidated Damages? Yes ( ) No ( ) Amount: $ ________ per ___________

General Provisions (append listing)

Relevant Special Provisions: ____________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

Enclosure 4

Listing of Fraud Indicators

Version 1.3
1 April 1998

Fraud is defined in CAM 4-700 as "any willful or conscious wrongdoing that adversely affects the government's
interests." It includes, but is not limited to, acts of cheating or dishonesty which contribute to a loss or injury to
the government. Our attorneys have stated that it is not necessary that the contractor representative who certifies
the claim know that the data furnished are incomplete or inaccurate. It is only necessary that data are available
and the proposal or claim was prepared in deliberate ignorance of the data or with a reckless disregard of the truth
or falsity of data presented in the proposal or claim itself. The auditor should note that use of any standard
method of calculating unabsorbed overhead has been accepted by the courts, even though the results of the
computation can be shown to be unrealistic. However, duplicate counting of any proposal or claim element, or a
proposal or claim for more direct costs than were incurred, might be deemed fraudulent. If known facts cause the
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auditor to have reasonable belief that significant costs have been improperly included in the claim, the matter
should be referred to the proper authorities.

Examples of the types of activities included in the CAM 4-700 definition follow:

1. Falsification of documents, such as time cards or purchase orders.1.  

2. Charging personal expenses to government contracts.2.  

3. Submission of false claims, such as invoices for services not performed or materials not chargeable to
the contract.

3.  

4. Intentional mischarging or misallocation of costs.4.  

5. Deceit by suppression of the truth.5.  

6. Acts, such as bribery, corrupt payments which violate the Foreign Corrupt Practices Act, theft, graft,
gratuities, and kickbacks.

6.  

7. Any unlawful or fraudulent acts resulting from accounting classification practices that are designed to
conceal the true nature of the expenses, such as unallowable costs for advertising, entertainment, etc.,
being classified as office supplies to avoid detection or the concealment of accounting data comprising a
proposed estimating factor, such as a material decrement factor used to reduce proposed material costs.

7.  

8. Any attempt or conspiracy to engage in, or use, the above devices.8.  

_____________________________________________________________________________

I. Labor Fraud Indicators
A. Indirect to Direct:

1. Reclassification/reorganization of employees from indirect to direct.1.  

2. New cost centers appearing on supporting data.2.  

3. Changes in the labor-charging relationships between certain tasks or types of labor.3.  

4. Decrease in indirect expense pools.4.  

5. Increased production labor hours with no corresponding increases in materials used or units
shipped, unless this arises from loss of learning.

5.  

1.  

B. Labor Accounting by Funding:

1. Notices that certain work order numbers pertaining to incomplete effort may no longer be
charged.

1.  

2. Actual hours and dollars consistently at or near budgeted amounts for fixed-price work,
especially if reimbursable work varies from, or consistently exceeds budget.

2.  

3. Employee timecards completed in advance.3.  

4. Employees submit blank timecards.4.  

2.  

C. Adjusting Journal Entries:

1. Transfers from IR&D or BP costs.1.  

2. Transfers from fixed-price government or commercial work.2.  

3. Transfers to open change orders prior to negotiations.3.  

4. Transfers to any work order number of labor costs incurred before the number was
established.

4.  

5. Transfers to any type of holding or expense account, except for routine processing in which
charges to a nonexistent code are suspended for immediate error correction.

5.  

3.  

D. Nonconforming Goods or Workmanship:4.  

1.  
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Significant increases in charging to a government-reimbursable account may indicate that costs of
unallowable rework are being mischarged.

5.  

E. Adjustment of Labor Standards:

1. High labor efficiency (hours, usage) variance.1.  

2. Seemingly unrelated tasks and steps on a statement of work.2.  

3. For similar tasks, relatively higher standard hours on cost reimbursable work.3.  

4. Labor standards not updated when contractor updates its technology. Noncurrent labor
standards used to support proposals.

4.  

5. No supporting documentation for actual or proposed standards.5.  

6. Variances are always in the same direction (this may indicate obsolete standards; however
the propriety of disposition of the variance should be reviewed and the impact of a significant
one-way variance should be analyzed.)

6.  

7. Duplicate employee identification cards for the same time period.7.  

8. Lack of a clear audit trail to verify the propriety of labor charges.8.  

9. Weak internal controls over adjustment of labor charges.9.  

6.  

II. Materials Fraud Indicators
A. Material Transfers -- Financing Inventory (applies to claims only when the government is
financing the contract through progress payments etc.).

1. Transfers from government to commercial contracts.1.  

2. Materials ordered and charged in excess of contract amounts.2.  

3. Billings or claims including actual material costs far in excess of the negotiated material
costs.

3.  

4. Downward adjustments to materials billings as other costs increase.4.  

5. Transfers via any type of holding or suspense account.5.  

1.  

B. Material Transfers -- Material Requirements System

1. Transfers of items previously delivered from ongoing jobs to open work orders.1.  

2. Transfers of items scheduled for delivery in the distant future from ongoing jobs to open
work orders.

2.  

3. Physical transfers from government to commercial work orders without corresponding
accounting transfers.

3.  

4. Physical transfers from cost-type to fixed-price government job orders without
corresponding accounting transfers.

4.  

5. Transfers-out at costs substantially different from the original charge.5.  

6. Mass transfers-out from a government work order, leaving little or no remaining materials
or work-in-process inventory but essentially unchanged labor and ODC charges.

6.  

2.  

C. Excess/Residual Inventory and Inventory Write-off

1. No accounting for residual or excess materials.1.  

2. Transfers to or via any type of holding or suspense account.2.  

3. Poor controls over physical inventories3.  

4. Transfers from prior to current or future work orders.4.  

5. Physical transfers from cost-type to fixed-price government job orders without
corresponding accounting transfers.

5.  

3.  

2.  
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6. Physical transfers from government to commercial work orders without corresponding
accounting transfers.

6.  

7. Mass transfers to scrap accounts.7.  

8. Mass transfers to inventory write-off accounts.8.  

9. Unexplained increase in proposed or "actual" over historical scrap factor.9.  

10. Unexplained increase in "actual" over historical inventory write-off.10.  

D. Falsification of Documents

1. Original documentation consistently unavailable for the auditor's review.1.  

2. Consistently poor, illegible copies of supporting documentation.2.  

3. Different supporting documents provided for the same item, with item per/unit prices
varying widely for no obvious reason.

3.  

4. Repeated instances of the use of estimated costs when actual incurred costs from the
accounting records more accurately reflect the contract adjustment for which the Government
is liable.

4.  

4.  

E. Repetitive Bidding of Duplicative Material Costs (direct charging or estimating of materials also
included in a rate or factor).

1. Vague terms based on "management's judgment" used to bid units of direct materials.1.  

2. Repetitive noncompliance with disclosed bidding practices.2.  

5.  

F. Adjustment of Material Standards

1. High materials quantity (efficiency, usage) variance.1.  

2. Work orders, etc. containing materials charges which appear to be unrelated to the task.2.  

3. Use of noncurrent materials standards, frequently evidenced by "one-sided" variances (all
in the same direction, usually unfavorable).

3.  

4. Unavailability of documentation supporting proposed or existing standards.4.  

5. Lack of a clear audit trail to verify the propriety of materials charges.5.  

6. Weak internal controls over adjustments to materials charges.6.  

6.  

G. Subcontracts7.  

A significant variance between proposed and negotiated vendor prices.8.  

H. Subcontractor Kickbacks

1. Poor internal controls over purchasing, receiving and/or storing.1.  

2. Lack of separation of duties between purchasing and receiving.2.  

3. Lack of rotation or separation of duties in the purchasing department (buyers not regularly
rotated to prevent excessive familiarity with specific vendors).

3.  

4. Few or no contractor policies on ethical business practices.4.  

5. Poor enforcement of existing contractor policies on ethical business practices.5.  

6. Purchasing employees apparently living beyond their incomes.6.  

7. Circumvention of established procedures for competition of subcontracts or materials
purchases.

7.  

8. Failure to award subcontract to the low bidder without adequate technical or other
justification.

8.  

9.  

_____________________________________________________________________________
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCNSULT

Audit Program for Consultant and Professional Service Costs

Version 4.2
4 January 1999

Contractor's Name: ________________________

Assignment Number: _______________________

Field Audit Office: _________________________

Date Assigned: ______________________

Auditor Assigned: ______________________

___________________________
Supervisor's Signature Indicating
Approval (Obtain Signature Before
Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g., incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program).

A. Purpose and Scope1.  

The primary objectives of this review are to determine the nature, extent, and allowability of consultant
costs charged to government contracts. Consultants are defined in FAR 31.205-33 as "persons who are
members of a particular profession or possess a special skill and who are not officers or employees of the
contractor." The review may include consultant costs charged direct to contracts, to IRD/BP, and those
charged through indirect pools such as overhead and general and administrative expenses.

2.  

During FY 1994 and prior years this standard audit program module would be performed under assignment
codes 12110, 14360, and 16200, "Consultant Services." For FY 1995 and subsequent years, this audit
program module would be performed under assignment code 10160 for major contractors or 10260 if used
for a nonmajor contractor. (If the audit is performed on current year costs rather than prior year costs,
assignment codes 12980, 13980, or 14980, as appropriate, should be used.)

3.  

B. References

1. DAR 15-205.33 and FAR 31.205-33, "Professional and Consultant Service Costs."1.  

2. CAM 7-1905, "Costs of Legal Services"2.  

3. CAM 7-2116, "Lobbying Costs"3.  

4. CAM 4-702.3 and Figure 4-7-3 identify "Examples of Characteristics and Types of Activity
Associated with Illegal Expenditures and Acts for Specific Audit Areas"

4.  

4.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. General Survey

1. Alert the appropriate contractor official of the
purpose and scope of the impending review,
and request their support and cooperation.

1.  

2. Review relevant Internal Control Audit Planning
Summaries (General Accounting, General EDP
Controls, Indirect/Other Direct Cost Systems,
Purchasing System, etc.) to obtain an
understanding of the contractor's system and the
control risk associated with the selection,
acquisition, and cost charging practices related to
consultant services.

2.  

The auditor's understanding should include
knowledge of the contractor's procurement and
subcontracting procedures including methods of
ensuring competition. The auditor should also
understand the contractor's procedures used to
identify the need for consultants, the selection
process, and the manner of accounting for the
cost.

3.  

Increased transaction testing should be
performed in those areas where internal control
weaknesses exist. Conversely, transaction testing
should be reduced in those areas where internal
controls are adequate.

4.  

The areas listed below should be considered
when obtaining an understanding of and
evaluating the contractor's internal controls for
consultant costs. If this information is not
available in the permanent files as a result of prior
reviews of contractor internal control systems,
prepare audit steps to understand and evaluate the
contractor's controls in these areas during this
audit.

a. Are consultant's hours controlled in the
same manner as the contractor's
professional labor?

1.  

b. Are time cards required?2.  

c. Does the purchasing department maintain
specifications for purchased services?

3.  

d. Is the organization receiving the service
independent of that purchasing the service?

4.  

5.  

1.  
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e. Does the contractor have a written policy
explaining prohibited activities by
purchasing agents?

5.  

f. Do procedures require complete history
files for purchased services?

6.  

g. Do buyers document the purchase order
files to explain price variances?

7.  

h. Are purchase orders specific and complete
as to work scope, specifications,
performance dates, and clauses of any type
required by the contract?

8.  

i. Does the contractor have an established
policy regarding the types of information
and provisions to be included in agreements
with outside legal firms?

9.  

j. Do procedures require competitive
acquisitions of consultant services?

10.  

k. Does the contractor have a designated
reviewer(s) of bills submitted by outside
legal counsel and procedures to be followed
when the designated reviewer believes the
outside legal bills contain duplicative of
excessive charges?

11.  

l. Does the contractor use consultants to
engage in unallowable lobbying activity as
described in CAM 7-2116? If so, does the
contractor
(i) identify and exclude such costs from
billings, claims and proposals applicable to
government contracts, and
(ii) disclose such activity in the prescribed
manner?

12.  

3. Review the permanent files, prior working papers,
audit programs, and most recent Washington
office audits for information on the use of specific
consultants in the past, and for significant
deficiencies or weaknesses in management
controls discovered during other audits.
(Washington office audits, if performed by a
Washington area FAO, should be filed in the audit
working papers along with other assist audits.)

6.  

4. Conduct an entrance conference (CAM 4-302)
and cover the following matters:

a. Discuss the FAR definition of consultant
costs and the contractor's definition, and
resolve any differences.

1.  

7.  
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b. Discuss and determine the best method of
identifying the nature and extent (amount)
of consultant costs (as defined by FAR)
from the contractor's records. Include a
discussion of potential audit validation
techniques such as review of vendor listings,
IRS forms, etc., to provide additional
assurance that all such costs have been fully
identified and accounted for.

2.  

c. Request that the contractor provide a listing
of all consultants and costs charged directly
or indirectly to government contracts
(including FMS contracts but excluding
those contracts not under our audit
cognizance) during the year/s audited.
Request that the listing include costs for
consultants voluntarily deleted or otherwise
not claimed. Also, the contractor should
furnish a summary of voluntarily deleted or
otherwise not claimed costs. (Do not delay
obtaining and auditing claimed costs if there
are difficulties in obtaining data on
voluntarily deleted or otherwise not claimed
cost. Obtain any denials of access in writing
and forward immediately to your RAM.) For
each item listed, claimed or not claimed,
obtain the following:

(1) Name of individual or firm1.  

(2) Cost objective charged, i.e. direct
to flexibly priced contracts, direct
to FFP contracts, direct to IRD/BP
projects, indirect, etc.

2.  

(3) Amount paid3.  

(4) Amount claimed4.  

(5) Nature of services performed (See
step D.2. for categories.)

5.  

3.  

This audit should include a review of
documentation related to costs which are
not claimed, in order to validate procedures
for excluding directly associated costs and
for verifying base/pool relationships.

4.  

5. Advise the contractor that we will require access
to the following types of supporting
documentation for those consultants selected for
in-depth review.

a. Consultant agreements1.  

b. Consultant's work products (reports,2.  

8.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/020/0048Z020DOC.HTM (4 of 7) [11/19/1999 3:27:59 PM]



briefings, etc.) and billings.

c. Correspondence between consultants and
the contractor.

3.  

d. Travel vouchers and trip reports.4.  

e. Internal audit reports providing coverage in
this area. (If internal audit coverage can be
relied on, duplication of such audit effort
should be avoided.)

5.  

f. Any other documents which provide
evidence of the nature and scope of the
services furnished and the reasonableness
of the amounts charged.

6.  

g. Advise the contractor that we will require
access to vendor listings and Standard
Forms 119 (Statement of Contingent or
Other Fees) and IRS Forms 1099-Misc.

7.  

h. Request any data, reports, or listings
supplied to CPAs, the SEC, or others of
sensitive consultant costs.

8.  

6. In planning and performing the audit, consider
fraud risk indicators specific to the type of audit
being performed. Examples of fraud risk
indicators for the subject audit area are contained
in the following sources:

Handbook on Fraud Indicators for Contract
Auditors, Section II.3. (IGDH 7600.3,
APO March 31, 1993)

1.  

CAM 7-2105.1.d.2.  

9.  

Throughout the course of the audit, document any
identified risk indicators and your response/actions
to the identified risks. If no additional audit steps
are required or no risk indicators are identified,
document this in the audit program or working
papers.

10.  

D. Audit Steps

1. Obtain vendor listing, 1099-Misc. (block 7)
forms, and SF 119 forms and review for possible
consultants not included on the listing provided by
the contractor. The ACO may, as a result of
inquiries received, be aware of other consultants.
Also, the contractor's procedures may provide for
the maintenance of files which contain documents
-- consultant agreements, conflict of interest forms,
or biographies, etc. -- which will serve to identify
the universe of consultants separately. Make
certain you request such files from the contractor.

1.  

2.  
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Document any contractor representation that such
files do not exist or that the contractor is unwilling
to permit us access.

2. Consultants' agreements, work products, and
related records should be analyzed as follows for
all sensitive consultants. Prior audit experience
and professional judgment must be exercised in
determining which consultants are sensitive.
Overall Agency audit experience in this area has
resulted in the following ranking of consultant
services (shown in decreasing order of sensitivity):
(i) lobbyists;
(ii) sales/marketing;
(iii) management services (excluding CPA firms);
(iv) legal;
(v) technical/engineering;
(vi) accounting, CPA firms, actuary, and
insurance; and
(vii) other.
Other consultants will be sampled to determine
the allowability of costs and the accuracy of the
contractor's listing.

a. Determine whether the activity engaged in
by the consultant is strictly unallowable in
accordance with applicable DAR/FAR
provisions. (FAR 31.205-33, 31.201-3,
31.205-1, 31.205-12, 31.205-14, 31.205-20,
31-205-22, 31.205-27, 31.205-38,
31.205-47, 31.205-50 and 3.8).

1.  

b. If the review of agreements and work
products fails to establish a logical link to
activity that benefits either the business as
a whole or government contracts or
programs in particular, then the cost should
be questioned. Once a consultant is
questioned, the audit effort should be
extended to cover all transactions with the
consultant organization being examined.

2.  

c. Travel and trip reports submitted by
consultants should be examined to
determine if the expenses are unallowable,
unreasonable, or insufficiently specific to
establish a link to activity that benefits the
business or government contracts. If such
circumstances exist, then the cost should be
questioned.

3.  

2.  

3. If the consulting agreement, billings, work
products, or other evidential matter do not

3.  
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provide sufficient evidence to support
allowability, then the cost should be questioned.

4. If the nature of the consulting service appears to
be allowable, work products should be reviewed
for the reasonableness of the fees charged.

4.  

5. To the extent necessary, request technical
assistance from the administrative contracting
officer.

5.  

6. The contractor should be advised in writing and
on a real time basis of all items questioned and
requested to provide a written response.

6.  

7. Selected consultant contracts should be traced
through the purchasing system to determine that
the control procedures have been followed.
Assess the adequacy of the overall system of
internal controls and develop recommendations
for needed improvements.

7.  

8. Additional steps required to fully develop audit
findings or leads noted above.

8.  

9. If, during the review, information is encountered
which provides a reasonable basis for suspicion
of fraud or other unlawful activity, a referral
(DCAA Form 2000) should be made pursuant to
CAM 4-702.

9.  

10. If significant costs are questioned, the auditor
should assess the impact on billings and forward
pricing, and take appropriate action to prevent
overcharging to the government.

10.  

11. Update the permanent files and ICAPS for the
results of this review.

11.  

E. Concluding Audit Steps3.  

Summarize audit findings and questioned costs.4.  

Next Section

Open this portion of the document in Word (25 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCOMP

Audit Program for Compensation Controls

Version 2.2
1 July 1998

Defense Contract Audit Agency
Audit Program for Reviewing and Reporting On Contractor Compensation System and Related Internal

Controls
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "Not Applicable" (N/A). Portions of the audit which are covered
in other assignments (e.g., incurred cost, Disclosure Statement, and internal control audits) should be referenced at
the appropriate place in this program.

A. Purpose and Scope1.  

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractor's Compensation System and related internal control
(including both manual and computerized activities) to plan related contract audit effort. This requires that
the auditor assess the adequacy of the contractor's policies and procedures, whether they have been
implemented, and if they are working effectively.

1.  

Document the understanding of the Compensation System internal control in working papers and
permanent files (see CAM 5-100).

2.  

Test the operational effectiveness of Compensation System internal controls.3.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.4.  

Report on the understanding of the Compensation System internal control and assessment of control risk
and the adequacy of the system for government contracts.

5.  

2.  

This audit program is limited to the review of the Compensation System and related internal controls for major
contractors, nonmajor contractors where the system is considered significant, and contractors with substantial
negotiated firm-fixed price contracts. Only those controls directly related to the contractor's Compensation
System, as defined below, will be audited under this assignment. Controls for interrelated audit concerns
regarding the adequacy of the contractor's other major systems (i.e., Labor, Estimating, etc.) will be audited
under separate assignments. While the controls for these areas are not part of this audit, the results of all audits of

3.  
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these interrelated controls must be considered in forming an overall audit conclusion on the Compensation
System internal control. The results of this audit should also be commented on in reports on related audit areas.

When performing an update or follow-up review, the audit steps below should be adjusted and tailored
accordingly. To the extent possible, prior audit effort should be used as a basis for validating the contractor's
internal control.

4.  

Before beginning this review, the auditor should inquire about internal control reviews performed by the
contractor or its external auditors relating to this audit area. In those cases where internal or external reviews
have been performed, the auditor should follow guidance contained in CAM 4-1000, Reliance on the Work of
Others.

5.  

Before performing any review of internal controls, the auditor should determine that the system contemplated for
review is material to the Government. Once it is determined that the system is material to the Government, the
auditor should reassess the materiality of each section in the internal control audit program before performing
any audit steps in that section. The scope of any audit depends on individual circumstances. The auditor is
expected to exercise professional judgment, considering vulnerability and materiality, in deciding the scope of
audit to be performed.

6.  

The internal control matrix (see Attachment 1) shows the interrelationships among the control objectives, control
activities, and audit procedures used in this audit program. The control objectives and the audit procedures have
been fully integrated into this audit program; therefore, the matrix is not needed unless it is desirable to see the
associated control activities and the interrelationships in a matrix format.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Preliminary Audit Effort1.  

1. Research and Planning

a. Review and become familiar with
applicable sections of CAM (5-800,
6-413, and 6-414) and any recent
Headquarters guidance not incorporated
in the CAM. Also review CAM 4-702-3
for consideration of fraud indicators
specific to the area of review

1.  

b. Review the extent and results of the
contractor's self-governance activities;
e.g., internal and external audits,
coordinated audits, etc., related to the
Compensation System. Where internal
or external audits have been performed,
the auditor should follow the guidance
contained in CAM 4-1000, Reliance on
the Work of Others. Document your
review.

2.  

c. Review the permanent file for:

(1) Existence of contractor
compensation policies and
procedures.

1.  

(2) Organization charts depicting the
functional areas responsible for the

2.  

3.  

2.  
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processing of compensation related
data.

(3) Compensation System flow-charts,
providing a pictorial overview of
all manual and computerized
processing steps.

3.  

(4) Information systems documentation:

(a) Pertinent record layouts of
files created and/or used during
the processing of compensation
related transactions.

1.  

(b) Source documents.2.  

(c) Information on the conversion
of documents to computer
media.

3.  

(d) Subsidiary or master files
affected by the system.

4.  

(e) Relevant reports, journals,
and ledgers produced in the
flow of information to the
compensation reports.

5.  

4.  

(5) Listings of current government
contracts.

5.  

(6) Past Compensation System audit
results and Internal Control Audit
Planning Summaries (ICAPS)
including any corrective actions
taken.

6.  

(7) Audit lead sheets.7.  

(8) The analysis of the control
environment and the results of any
other audits, for internal control
weaknesses that may impact this
review.

8.  

d. Discuss the planned review of the
compensation system internal controls
with the administrative contracting
officer and, if appropriate, other
customers to identify, understand,
and document any concerns they may
have or areas which should be reviewed.

4.  

2. Entrance Conference and Preparation

a. Prepare a written memorandum to the
contractor to arrange for an entrance
conference, covering the areas highlighted
in CAM 4-302 and any specific data or
pertinent information not yet provided.

(1) Requesting the contractor to provide,1.  

1.  

1.  
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if applicable (see step E.4.), a
demonstration of the Compensation
System transaction flow including
data input, data processing, data
output, and related internal controls.

(2) Any changes in the compensation
processing job stream since the last
review.

2.  

(3) The contractor's monitoring process
to ensure that established manual and
automated controls are functioning as
intended.

3.  

(4) Any identified weaknesses which
may have been reported and related
follow-up actions taken.

4.  

3. Initial Risk Assessment

a. Analyze pertinent information extracted
from the permanent file and data provided
by the contractor at the entrance
conference to determine if any additional
clarification is required at this time.

1.  

b. Determine the compensation process
employed by the contractor and to what
degree a computerized system is used.

2.  

c. Perform a high level cursory review to
determine if the following exist:

(1) A functional organization
with defined organizational
responsibilities.

1.  

(2) A written description of the work
flow in the compensation process.

2.  

(3) Policies and procedures for
effectively controlling the process.

3.  

3.  

d. Based on the contractor's assertions and
the information obtained from other
relevant sources, prepare a preliminary
audit risk assessment to identify those
control areas requiring further audit effort.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Control Environment1.  

The control environment sets the tone of an
organization, influencing the control consciousness
of its people. It is the foundation for all other
components of internal control, providing discipline
and structure. The auditor should obtain sufficient

2.  
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understanding of the control environment, to
determine the impact that it may have on the overall
effectiveness of the Compensation System internal
controls.

1. Obtain a copy of the most recently completed
ICAPS for the Control Environment and Overall
Accounting Controls. Review the rationale
behind any moderate or high risk assessment
ratings and determine the potential impact, if any,
on the effectiveness of the compensation system
internal controls.

1.  

2. If a review of the control environment has not
been recently performed, review all documented
prior audit experience with the contractor,
including permanent files, relevant audit reports
and workpapers, suspected irregular conduct
(SIC) referrals and discussions with prior
auditors. Obtain an understanding of the
following factors:

a. Integrity and ethical values.1.  

b. Commitment to competence.2.  

c. Board of directors and/or audit committee
participation.

3.  

d. Management's philosophy and operating
style.

4.  

e. Organizational structure.5.  

f. Assignment of authority and responsibility.6.  

g. Human resource policies and procedures.7.  

2.  

3. Document the overall assessment of the control
environment and the impact that it has on the
review of the compensation system.

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Contractor' Risk Assessment1.  

The auditor should develop a sufficient understanding
of the risk assessment process currently employed by
the contractor in terms of its identification, analysis,
and management of risks relevant to the establishment
of reasonable compensation.

1. Meet with responsible personnel to obtain an
overview of the various risk factors considered
by management.

1.  

2. Once the various risk factors are identified,
obtain an understanding of how management
identifies the risks, estimates the significance
of risks, assesses the likelihood of their

2.  

2.  
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occurrence, and relates them to contract
reporting.

3. If applicable, obtain an overview of any plans,
programs, or actions management may initiate
to address specific risks. Keep in mind that,
depending on the nature of specific risks,
management may elect to accept a given risk
due to costs or other considerations.

3.  

4. Document your overall understanding of the
contractor's risk assessment practices.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Information and Communications1.  

Information and communication processes consist
of the methods and records established to record,
process, summarize, and report contract cost data.
The auditor should develop a sufficient understanding
of the contractor's information and communication
processes (relevant to contract cost data) to identify
the significant classes of transactions and how they
are initiated, processed, controlled, and reported.

1. Since the accounting and EDP systems are
integral components of information and
communications processes, obtain a copy of
the most recently completed Internal Control
Audit Planning Summaries for the Environment
and Overall Accounting Controls and the EDP
General Internal Controls. Review the rationale
behind any moderate or high-risk assessment
ratings and determine the potential impact, if
any, on the effectiveness of the Compensation
System internal controls. Document your
review.

1.  

2. Review relevant permanent files, prior audit
working papers, and t any prior contractor
demonstrations of its Compensation System
information and communication processes.
Document your review.

2.  

3. Review information in the permanent files
related to the contractor's status of Year 2000
compliance. Ascertain if the contractor has
modified or replaced any hardware or software
that directly affects the Compensation System.
If modified or replaced, have the contractor
demonstrate the effects in step E.5. below and
consider the internal control risk implications
when performing tests of controls in step E.6.

3.  

2.  
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If not modified or replaced, and the audit is
performed in the contractor's fiscal year which
contains the date 1 January 2000, have the
contractor demonstrate why the system is not
affected by Year 2000 computer problems and
consider increasing the tests of controls in
step E.6.

4. Determine if the contractor has made changes
to the information and communication processes
in its Compensation System since the last
demonstration. Review the changes. If no
prior systems demonstration was performed,
have the contractor provide one. Contractor
representatives providing the demonstration
should possess a detailed knowledge of the
Compensation System. The demonstration
provides the auditor an opportunity to query
contractor personnel regarding internal controls
and how they are monitored. The auditor
should ensure that the demonstration addresses
the internal control objectives in section G. of
this audit program.

4.  

5. The contractor should include appropriate
manual and computerized controls in its
information processing that check for accuracy,
completeness, and proper authorization of
compensation (labor) related transactions.

a. Have the contractor identify and
demonstrate all access controls to the
Compensation System application and
related transactions.

(1) Compare the contractor disclosed
controls with the generic access
control listing contained in
CAM 5-1406.1 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed access
controls. Discuss any apparent
deficiencies with the contractor.

2.  

1.  

b. Have the contractor identify and
demonstrate all data input controls to the
Compensation System application and
related transactions for originating,
authorizing, collecting, preparing, and
approving input transactions.

(1) Compare the contractor disclosed
controls with the generic input
control listing contained in

1.  

2.  

5.  
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CAM 5-1406.2 and identify any
controls not incorporated in the
application.

(2) Verify the existence and adequacy
of the contractor disclosed input
controls. Discuss any apparent
deficiencies with the contractor.

2.  

c. Have the contractor identify and
demonstrate all processing controls for
the Compensation System which ensure
all authorized transactions are processed
accurately and properly.

(1) Compare the contractor disclosed
controls with the generic processing
control listing contained in
CAM 5-1406.3 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed
processing controls. Discuss any
apparent deficiencies with the
contractor

2.  

3.  

d. Have the contractor identify and
demonstrate controls related to the
identification, correction, and
resubmission of rejected data.

(1) Compare the contractor disclosed
controls with the generic error
detection and correction control
listing contained in CAM 5-1406.4
and identify any controls not
incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed error
detection and correction controls.
Discuss any apparent deficiencies
with the contractor.

2.  

4.  

e. Have the contractor identify and
demonstrate controls related to ensuring
the output accuracy of computer program
processing.

(1) Compare the contractor disclosed
controls with the generic output
control listing contained in
CAM 5-1406.5 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy2.  

5.  
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of the contractor disclosed output
controls. Discuss any apparent
deficiencies with the contractor.

6. Selectively trace recorded amounts through the
Compensation System to validate your
understanding of the information and
communication processes in the Compensation
System. Any discrepancies between your
understanding and the contractor's
demonstration should be noted and resolved
prior to completing the remainder of this
review.

6.  

7. Document your confirmed understanding of
the contractor's Compensation System
information and communication processes
and obtain a written confirmation from the
contractor indicating that they agree with
this understanding.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Monitoring1.  

Monitoring is a process that assesses the quality of
internal control performance over time. It involves
assessing the design and operation of controls on a
timely basis and taking necessary corrective actions.
The auditor should develop a sufficient understanding
of the contractor's ongoing monitoring activities
and/or separate evaluations related to the
Compensation System internal controls.

1. Determine if ongoing monitoring procedures are
incorporated into the normal recurring activities
of the contractor's organization. These
procedures should include regular management
and supervisory activities.

1.  

2. Where applicable, determine the extent of
internal audit involvement in performing
monitoring functions through separate
evaluations.

2.  

3. Determine and document the extent of
monitoring activities being performed by
external parties.

3.  

4. Document your overall understanding of the
monitoring activity being performed at the
contractor's location and determine the impact
it will have on our review of the Compensation
System.

4.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Control Objectives and Activities1.  

The auditor should obtain an understanding of the
contractor's control activities (policies and procedures)
for each relevant Compensation System control
objective. A detailed understanding of control
activities is essential to the assessment of control risk
for each objective. Compensation System primary
control objectives and examples of control activities,
as they relate to U.S. Government contracts, are
provided in Attachment 1 (ICM-COMP). The audit
procedures in this section, organized by control
objective, are also included in the attachment.

2.  

The auditor should review contractor internal and/or
external audits to determine if any control activities
have already been reviewed and if reliance can be
placed on such reviews.

3.  

In performing the following audit procedures to
understand the contractor's control activities, the
auditor should recognize that while obtaining an
understanding of the other components of internal
control (control environment, contractor risk
assessment, information and communications, and
monitoring), he/she is also likely to have obtained
some level of knowledge about control activities.
The auditor should utilize this knowledge in
determining the additional time needed to obtain a
sufficient understanding of the contractor's control
activities.

1. Management Reviews1.  

The contractor performs management reviews
of the pay administration department to monitor
the integrity of the Compensation System.

a. Determine whether management reviews
of the Compensation System have been
performed. Review the results and note
any deficiencies.

1.  

b. Determine if any required corrective action
was taken or why no action was taken.

2.  

c. Selectively review the nature and extent
of management review efforts to
determine the extent to which we can
rely on their effort (See CAM 4-1000)
and adjust the scope of this audit
accordingly.

3.  

2.  

2. Organization3.  

4.  
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The contractor's pay administration function is
organized on the basis of a definitive flow of
authority.

4.  

Obtain and review organization charts and/or
discuss the organization of the pay
administration function with the contractor to
determine if:

There are clear lines of authority.1.  

Duties and responsibilities are defined to
include responsibility for establishing,
reviewing, and approving pay-range
structure changes, starting pay rates,
and pay increases.

2.  

5.  

3. Policies and Procedures6.  

The contractor has and complies with written
policies and procedures to reasonably assure
that compensation paid to employees and
charged to Government contracts is reasonable.

a. Verify that the contractor has policies
and procedures for:

(1) Wage and salary structure.1.  

(2) Internal equity (job analysis, job
descriptions and job evaluations).

2.  

(3) External equity (pay policy, relevant
market, external pay surveys and
market comparisons).

3.  

(4) Fringe benefits provided to
employees.

4.  

(5) Methods to determine pay increases
and promotions.

5.  

(6) The performance appraisal process.6.  

1.  

b. Selectively review the contractor's current
compensation structure to determine if
established policies and procedures were
followed.

2.  

7.  

4. Training8.  

Pay administration employees receive training to
perform pay administration tasks.

a. Obtain a listing of training classes given to
pay administration employees.

1.  

b. Review the training materials to determine
that the training places emphasis on
assuring that compensation is reasonable
in accordance with acceptable management
pay policies.

2.  

c. Selectively review evidence that pay
administration employees have been

3.  

9.  
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trained, (e.g., review training records,
review attendance rosters, interview
employees).

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

H. Assessment of Control Risk
1. Considering all five components of internal
control, assess control risk for each of the
relevant control objectives identified in
section G. For each of the objectives,
summarize the characteristics which support
the assessed level of control risk and
specifically identify any internal control
weaknesses or system deficiencies.

1.  

2. Determine if the system is adequate to
reasonably assure proper pricing,
administration, and settlement of Government
contracts in accordance with applicable laws
and regulations.

2.  

3. Based on the assessments above, determine
the impact on the scope of other audits.

3.  

4. Update the Internal Control Audit Planning
Summary (see CAM 3-305).

4.  

5. Coordinate the results of audit with the
supervisor. The supervisor and the FAO
manager should review and initial the ICAPS
before the exit conference is performed. If it
is determined that additional audit steps are
needed, any additional planned audit effort
should be accomplished as part of this review
or immediately thereafter. Any delays in
completion of this audit should be documented
and approved by management.

5.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

I. Summary Audit Steps
1. Prepare a draft audit report in accordance with
CAM 10-400.

1.  

2. Conduct an exit conference with the contractor
in accordance with CAM 4-304.

2.  

3. Finalize the audit report incorporating the
contractor's response and audit rejoinder.

3.  

4. Update the permanent file in accordance with
CAM 4-405.1b (MAAR #3).

4.  

1.  
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Total5.  

Attachment 1 -- ICM-COMP

Internal Control Matrix -- Audit Program for Compensation Controls

Version 3.0
1 July 1999

Review and Evaluation of Compensation Controls

Control Objectives Control Activities Audit Procedures

1. Management Reviews
The contractor performs management
reviews of the pay administration
department to monitor the integrity of the
Compensation System.

Compliance reviews are conducted to
reasonably assure:
• qualified employees are working on the
compensation system;
• periodic training is conducted;
• policies and procedures exist and are
consistently followed;
• pay actions are properly authorized and
approved;
• compensation paid to employees is
reasonable.

a. Determine whether management reviews of
the Compensation System have been
performed. Review the results and note any
deficiencies.
b. Determine if any required corrective action
was taken or why no action was taken.
c. Selectively review the nature and extent of
management review efforts to determine the
extent to which we can rely on their effort (See
CAM 4-1000) and adjust the scope of this audit
accordingly

2. Organization
The contractor's pay administration function
is organized on the basis of a definitive flow
of authority.

The contractor defines the lines of
authority, duties and responsibilities for
the administration of the pay
administration system.

Obtain and review organization charts and/or
discuss the organization of the pay
administration function with the contractor to
determine if:
• There are clear lines of authority.
• Duties and responsibilities are defined to
include responsibility for establishing,
reviewing and approving pay-range structure
changes, starting pay rates, and pay increases.

3. Policies And Procedures
The contractor has and complies with
written policies and procedures to
reasonably assure that compensation paid to
employees and charged to Government
contracts is reasonable.

The contractor's policies and procedures
for compensation are current and include:
• An established wage and salary
structure and administration thereof;
• A system of internal equity which
includes job analysis job descriptions, and
job evaluations;
• A system of external equity which
includes pay policy, relevant market,
external pay surveys, and market
comparisons.
• A description of the fringe benefits
provided to employees.
• A system for determining pay increases
and promotions.
• The operation of performance appraisal
procedures.

a. Verify that the contractor has policies and
procedures for:
• Wage and salary structure.
• Internal equity (job analysis, job descriptions,
and job evaluations).
• External equity (pay policy, relevant market,
external pay surveys, and market comparisons).
• Fringe benefits provided employees.
• Methods to determine pay increases and
promotions.
• The performance appraisal process.
b. Selectively review the contractor's current
compensation structure to determine if
established policies and procedures were
followed.
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4. Training
Pay administration employees receive
training to perform pay administration tasks.

Pay administration employees receive
training to perform pay administration
tasks in accordance with the contractor's
established policies and procedures.

a. Obtain a listing of training classes given to
pay administration employees.
b. Review the training materials to determine
that the training places emphasis on assuring
that compensation is reasonable in accordance
with acceptably management pay policies.
c. Selectively review evidence that pay
administration employees have been trained
(e.g., review training records, review attendance
rosters, interview employees).

Next Section

Open this portion of the document in Word (42 KB)
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Open this portion of the document in Word (19.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APCOSTRE

Audit Program for Evaluation of Cost Realism in Price Proposals

Version 2.1
1 April 1998

Defense Contract Audit Agency
Program for Cost Realism Analyses

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the evaluation which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope:
1. Purpose. To provide procedures for cost realism analyses. This program is intended to provide a
logical sequence for the evaluation effort and to reflect a mutual understanding between the auditor
and the supervisor as to the agreed-upon procedures specified in the request. The evaluation should
be conducted in accordance with the auditing standards to the extent applicable under the
circumstances. The steps in the program are intended as general guidance and should be modified as
necessary to fit the current evaluation. Those steps not required should be marked "not applicable"
(N/A). Portions of the evaluation which are covered in other assignments (e.g., forward pricing rate
agreement) should be referenced at the appropriate place in this program.

1.  

This standard program was prepared to provide specific procedures to evaluate whether the proposed
costs are realistic for the work to be performed. The auditor needs to consider and specifically focus
his or her evaluation on the possibility that the contractor's proposed costs may be significantly
understated versus overstated and that the requester is interested in these understatements. In
responding to each item in the request, the goal is to evaluate the proposed costs for reasonableness
and possible understatement.

2.  

2. Scope. The evaluation steps selected for completion, or added as necessary, represent a
determination of requirements based on auditor judgment, the supervisor's risk assessment (DCAA

3.  

1.  
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Form 7640-36), and a clear understanding of contracting officer requirements. The risk is considered
to be low on these evaluations and therefore, the auditor should make every attempt to complete this
assignment as a desk review, following the guidance provided for the application of agreed-upon
procedures. Since the requester is responsible for evaluating the technical aspects of the proposal
and the evaluation is limited to agreed-upon procedures, generally, evaluations should not be
qualified for technical assistance.

B. References:2.  

1. CAM 9-311.4, Cost Realism Analyses
2. CAM 9-108, Review of a Part of a Proposal
3. CAM 9-206, Application of Agreed-upon Procedures
4. CAM 9-209.4, Disclaimer of Opinion
5. DFARS 215.805-70, Cost Realism Analysis
6. CAM 10-306.5, Cost Realism Analyses

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Steps:
1. Evaluate the request for special requirements
and scope limitations. Coordinate with the
contracting officer to gain a complete
understanding of specific areas of risk, special
procedures, and the appropriate DCAA
services required to meet the needs of the
request. Confirm your understanding of the
agreed-upon procedures in the working papers
and in writing with the customer, as necessary.

1.  

2. Evaluate permanent files (including assessments
of the internal control system and control risk
summarized on the ICAPS sheets and audit lead
sheets) and prior audits to determine if required
data are already available. Determine if
estimating system deficiencies are outstanding
that would affect the scope of the agreed-upon
procedures. If so, discuss your
recommendations with your supervisor.

2.  

3. Based on information available in the files
determine additional effort that will be required
to fulfill the request.

3.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Steps:
1. Direct Labor Rates

a. Perform the following agreed-upon1.  

1.  

1.  
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procedures, as appropriate:

(1) If agreed-to or FPRA rates exist,
verify correct application of
proposed rates.

1.  

(2) If verification of labor rates for
specific individuals is requested,
evaluate prior audit files to
determine if this information is
available. If unavailable, determine
if reasonableness of the rate
proposed can be determined by job
class and coordinate with the
requester to determine if this will
suffice.

2.  

(3) Evaluate proposed escalation, if
applicable.

3.  

(4) Additional evaluation steps, as
applicable: describe.

4.  

b. Summarize results of applying
agreed-upon procedures.

2.  

2. Indirect Costs (Overhead, GA, Fringe, COM)

a. Perform the following agreed-upon
procedures, as appropriate:

(1) If agreed-to or FPRA rates exist,
verify correct application of
proposed rates.

1.  

(2) If agreed-to or FPRA rates do not
exist, consider use of other sources
on hand to verify correct application
of the rates (e.g., prior indirect rate,
proposal, budget, or billing rate
evaluations).

2.  

(3) Determine that the rates proposed
consider volume changes resulting
from this procurement.

3.  

(4) Additional agreed-upon procedures,
as applicable -- describe.

4.  

1.  

b. Summarize results of applying agreed
upon procedures.

2.  

2.  

3. Subcontracts

a. Perform the following agreed-upon
procedures, as appropriate, for significant
flexibly priced subcontracts:

(1) Determine the adequacy of
contractor justification for

1.  

1.  

3.  
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competitive subcontracts.

(2) For sole source subcontracts,
evaluate contractor cost or price
analysis of subcontract proposals.

2.  

(3) If contractor cost or price analysis
of sole source subcontracts is
inadequate or not available and the
subcontract cannot be evaluated by
other techniques (other current or
historical data), contact the
cognizant audit office for telephone
rate verification.

3.  

b. Summarize results of applying agreed-upon
procedures.

2.  

4. Other Direct Costs (ODC)

a. Perform the following agreed-upon
procedures, if appropriate:

(1) Evaluate ODC requirements based
on pertinent historical data available
in our files.

1.  

(2) If historical information is not
available consider use of other
sources on hand to evaluate the
reasonableness and/or potential
understatement (e.g., telephone
rate verification of airfare and
other travel costs).

2.  

1.  

b. Summarize results of applying
agreed-upon procedures.

2.  

4.  

5. Other5.  

6. Apply additional agreed-upon procedures, as
applicable, based on the request and
coordination with the requester.

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Steps
1. Summarize results of applying the agreed-upon
procedures.

1.  

2. Discuss the results with your supervisor.2.  

3. Unless otherwise instructed in the request,
discuss any factual differences (e.g., use of
rates that differ from the current rate forecast
or FPRA) with the contractor and evaluate

3.  

1.  
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the contractor's response.

4. Draft report following the guidance in
CAM 10-300 for agreed-upon procedures.
The report should include a disclaimer of an
opinion. If significant inadequacies are found
this information should be included in the
results of application of agreed-upon
procedures section of the report with the
findings to which it applies. A deficiency
which the auditor believes should be called
to the user's attention, even though it is
unrelated to a specific procedure, may be
reported in an appendix.

4.  

Next Section

Open this portion of the document in Word (19.5 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APDELAY

Audit Program for Delay/Disruption Submissions

Version 3.3
1 April 1998

Defense Contract Audit Agency
Audit Program for Delay/Disruption Proposal or Claim

Contractor's Name: __________________________________________________________

Assignment Number: _________________________________________________________

Field Audit Office: ___________________________________________________________

Date Assigned: _____________________________________________________________

Auditor Assigned: ______________________
___________________________________
Supervisor's Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

Purpose: The primary purpose of the audit is to review the quantum (amount of the monetary adjustment)
aspect of an equitable adjustment to determine if the proposed or claimed costs, resulting from an asserted
government caused delay or disruption, are acceptable as a basis for negotiation or settlement. This audit is
performed under the assumption that the allegation of entitlement may be proven valid. As part of the audit
of quantum, the auditor should determine if the contractor's records show whether the contractor experienced
any losses, such as increased costs or unabsorbed overhead, as a result of the asserted delay/disruption.

2.  

This program is intended to provide the proper planning, performance, and reporting on the review of a
contractor's delay or disruption proposal or claim. The audit steps in the program should reflect a
documented understanding between the auditor and supervisor as to the scope required to comply in an
efficient and effective manner with generally accepted auditing standards and DCAA objectives. The
program steps are intended as general guidance and should be tailored to determine audit risk.

3.  

Note: Use this audit program, APDELAY, for claims and proposals that involve an asserted government-caused
delay or disruption. Use the APCLAIM2 audit program for all other proposals or claims that do not involve an
alleged government delay or disruption.

Scope: Audit scope will generally depend on individual circumstances. In general the review should evaluate1.  
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compliance with applicable acquisition regulations, CAS, and contract terms as appropriate. Related audits,
systems surveys, contractor internal controls and internal reviews should be considered when selecting
specific audit steps and the extent of transaction testing to be performed. Once the preaudit analysis is
performed, a transaction test program should be written based on the analysis. Additional audit steps should
be developed to satisfy specific requirements of the request for audit.

The auditor should include audit steps and procedures to provide reasonable assurance of detecting errors,
irregularities, abuse, or illegal acts that are material (CAM 4-702). Refer to Enclosure 5 for a listing for fraud
indicators.

2.  

B. References3.  

The following references should be reviewed prior to starting the audit:

1. CAM 12-500, Equitable Price Adjustment Proposals or Claims -- Overview1.  

2. CAM 12-600, Equitable Adjustment Proposals or Claims -- General Audit Guidance2.  

3. CAM 12-700, Auditing Submissions Under the Changes Clause3.  

4. CAM 12-800, Auditing Delay/Disruption Proposals or Claims4.  

5. CAM 10-1100, Audit Reports on Equitable Adjustment Proposals or Claims5.  

6. CAM 4-700, Responsibilities for Prevention, Detection, and Reporting of Suspected Irregularities6.  

7. CAM 4-800, Special Reporting of Unsatisfactory Conditions7.  

8. FAR 33, Protests, Disputes, and Appeals8.  

9. FAR 52.233, Protests, Disputes and Appeals clauses, as applicable9.  

10. FAR 52.236-2, Differing Site Conditions10.  

11. FAR 52.242-14, Suspension of Work11.  

12. FAR 52.242-15, Stop-Work Order12.  

13. FAR 52.242-16, Stop-Work Order -- Facilities13.  

14. FAR 52.242-17, Government Delay of Work14.  

15. FAR 52.243, Contract clauses as applicable15.  

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Audit Planning Considerations
1. The supervisor should consider using zero-based
budgeting techniques to establish the budgeted
hours for this audit. To use zero-based
budgeting techniques, the assignment is initiated
without a budget. The assignment is then
provided to the auditor to perform the risk
assessment, establish the audit scope, tailor the
audit program, determine the budgeted hours
by major audit step, and total the budgeted
hours for the audit. The auditor and supervisor
then review the risk assessment to discuss and
agree on the audit scope and budgeted hours
for the assignment.

1.  

2. A delay/disruption proposal or claim has two2.  

1.  
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elements: entitlement and quantum. Entitlement
(whether the contractor has been impaired by
government action and therefore has a right to
a monetary adjustment) is a legal issue.
However, the auditor may identify or develop
information bearing on entitlement. Any
meaningful observations, such as (1) failure to
mitigate damages, (2) availability of substitute
work during the delay period, or (3) indications
that the contractor was aware of site conditions
or other causes prior to the original bid, should
be incorporated into the audit when quantum
is impacted and conveyed to the contracting
officer in the report.

3. Review permanent audit files including Internal
Control Audit Planning Summaries. Assess the
level of the contractor's control risk and
determine the nature and extent of audit effort.
Review any prior equitable adjustment audit
reports to ascertain the nature and extent of
duplicate issues. Consider these in developing
detailed steps. Determine if there were any
CAS noncompliance issues outstanding during
the contract performance period that may have
contributed to the increased costs.

3.  

4. Review the audit request to determine the
objectives of the audit, noting any specific
information requested. Coordinate with the
requester to gain an understanding of the nature
of the proposal or claim. Determine whether
there are any specific concerns or additional
information that was not included in the request.

4.  

5. If the claim has been appealed to a board of
contract appeals or U.S. Court of Federal
Claims, a government trial attorney may request
an initial audit of a claim or an "update" to an
audit completed prior to the appeal. Coordinate
with the trial attorney on the rules of evidence
(contractor records) applicable in the
circumstances. Refer to CAM 1-407 for
guidance on the relationship with government
legal counsel in contract disputes matters and
CAM 15-500, Procedures for Actual or
Potential Contract Disputes Cases.

5.  

6. If the request contains a scope restriction or
proposes to limit the audit to particular areas,
the auditor should ascertain the reasons. If
compliance with the restriction or limitation
would substantially diminish the value of the

6.  
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audit review, the auditor should advise the
requester and propose additional areas for
review. If specific information is requested,
prepare any audit steps necessary to satisfy
specific requirements of the request.

7. If a time limit is determined to be inadequate
to complete the audit (especially major
proposals, sensitive reviews, or proposals
with potential for significant audit findings),
the auditor should request a time extension
detailing the areas where work will not be
completed because of the time restriction.
If the extension is not granted, issue a report
to the requester within the stated time period.
The report should state the reasons for the
denial of the time extension. In addition,
coordinate with the requester to determine
whether continued audit effort beyond the
set due date would be beneficial. If the
requester desires continued audit effort, the
audit report should also state that the audit
effort is continuing and that a supplemental
report will be issued.

7.  

Review guidance referenced in CAM 12-504 to
determine whether the request for equitable
adjustment is a claim under the disputes clause
of the contract. If the request is a claim, the
auditor should be aware that the Contract
Disputes Act requires that interest accrues to
the contractor on the settled amount from the
date that the contracting officer receives a valid
claim. In addition, the contracting officer is
limited to only 60 days or a specified future
date from the date a valid claim is received to
render a decision on disputed matter.
Accordingly, it is critical to provide timely
audits of data supporting the claim. Refer to
Enclosure 1 for further guidance.

8.  

8. If this is a construction claim, review
FAR 31.105 cost principles applicable to such
contracts.

9.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Preliminary Audit Steps
1. Review the contractor's proposal or claim to
determine if it is adequate to be audited using

1.  

1.  
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the attached checklist (Enclosure 1). If it is
determined that the proposal or claim is
inadequate for audit, coordinate with the
contracting officer/trial attorney to return
the proposal or claim to the contractor for
supplementation prior to initiating the audit
(see Part XI of Enclosure 1).

2. Prepare any audit steps necessary to satisfy
specific requirements of the request for audit.

2.  

3. Develop audit steps and procedures to provide
reasonable assurance of detecting errors,
irregularities, abuse, or illegal acts that are
material (CAM 4-702). Refer to Enclosure 5
for a listing for fraud indicators.

3.  

4. Review the proposal or claim to determine if
significant subcontract costs exist. Request
assist audits as necessary.

4.  

5. Coordinate with the requester as soon as
possible after receiving the audit request
regarding the availability of technical
assistance. If the proposal includes costs
for loss of efficiency or learning, determine
if a technical evaluation is needed to
ascertain the reasonableness of the factors
used. Also request technical assistance in
the evaluation of asserted days of delay,
excess material or labor. Technical
assistance may be required to determine
the cost realism of the bid or negotiated
cost elements (see D11).

5.  

6. Prepare a "Chronology of Significant Events"
(Enclosure 2). If a list was not provided with
the request for audit, contact the contracting
officer and request that the list be provided per
FAR 43.204(b)(5). Coordinate with the
requester on the following areas as necessary
as soon as possible after receipt of audit
request:

a. Proposal or Claim. Review CAM 12-504
and the submission to differentiate
between an REA proposal or a CDA
claim, and if it is a routine or non-routine
demand for payment. Before proceeding
with the audit, contact the CO for a
determination whether the submission is
a proposal or claim. Refer to Enclosure 1,
Steps C1 and C2. This determination is
necessary before performing Step F 9.

1.  

6.  
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b. Scope Restriction. If the request contains
a scope restriction or proposes to limit the
audit to particular areas, the auditor should
ascertain the reasons. If compliance with
the restriction or limitation would
substantially diminish the value of the audit,
the auditor should advise the requester and
the trial attorney, if any, and propose
additional areas for review.

2.  

c. Time Limit. If a time limit is determined
to be inadequate to complete the audit
(especially a major proposal or claim,
sensitive review, or proposal or claim
with potential for significant audit
findings), request a time extension
detailing the areas where work will not
be completed because of the time
restriction. If the extension is not
granted, issue a report to the requester
within the stated time period. The
report should state the reasons for the
denial of the time extension. In
addition, coordinate with the requester
to determine whether continued audit
effort beyond the set due date would
be beneficial. If the requester desires
continued audit effort, the audit report
should also state that the audit effort is
continuing and that a supplemental
report will be issued.

3.  

7. Review the CO's contract files for pertinent
documents such as relevant change orders,
detailed field reports and job process reports.

a. Review all prior and current contract
price adjustments for duplication of cost
in the instant price adjustment.

1.  

b. Review all contract modifications
(FAR 53.301-30, Standard Form (SF) 30,
Amendment of Solicitation/Modification
of Contract) for release/waiver clauses
related to the specific change order or
previously compensated change order
proposals. The CO may have issued a
supplemental agreement whereby the
contractor released the government from
any and all liability under the contract for
further equitable adjustments relating to
the same facts and circumstances giving
rise to the earlier modification

2.  

7.  
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(See FAR 43.204).

8. Discuss the background of the proposal/dispute
with the CO (and trial attorney if appropriate).
Obtain an understanding of the government's
position on the alleged changed condition.
Document any differences between the
contractor and CO. Differences concerning
alleged inaccuracies in technical specifications
or additional requirements may have a
significant effect on labor, materials, and other
submitted costs.

8.  

9. Brief the contract for the period of performance,
total contract amount, and all pertinent FAR
clauses or provisions. Complete a contract
brief (Enclosure 3).

a. For manufacturing/supply contracts,
review First Article Testing provisions in
the contract, FAR 52.209-4(c), that may
limit the costs for retests to be borne by
the contractor.

1.  

b. For construction contracts, determine if
the contract provides for liquidated
damages payable to the government for
each day's unexcused delay beyond a
predetermined completion date. Such a
clause may appear in any contract, by
agreement of the parties. It is important
to remember that the clause was placed
in the contract to protect against delays,
such as material outages, which are
within the contractor's control, but are
not government caused.

2.  

9.  

10. Determine whether an audit of the initial pricing
proposal was performed. If an audit was
performed, review the proposal and the audit
report for any information that may impact the
claim.

10.  

11. Review initial pricing or bid data to determine if
the contractor may have underbid the original
contract, which would impact the labor, material,
or other costs submitted (reference FAR 3.501).
If no audit was conducted on the initial pricing
proposal, request and review the contractor's
support data related to the initial pricing
proposal or bid.

a. Compare the bid or negotiated cost
elements and actual cost data, exclusive of
that related to the delay to determine a

1.  

11.  
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possible loss on the contract. Technical
assistance may be required to evaluate any
significant differences in labor hours or
material quantity costs. Claimed cost
elements that were not included in the bid
may indicate underbidding.

b. Question costs unrelated to the delay or
those underestimated in the bid. Provide
comments on the contractor's profit or
loss position in the audit report.

2.  

12. Review FAO files to determine if a
DCAAF 2000.0 has been filed that relates to
the subject matter of the proposal or claim. If
it has, notify the appropriate investigative
agency or DOJ attorney of the proposal or claim.
Notify the contracting officer of the
DCAAF 2000.0.

12.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Entrance Conference
1. Arrange an entrance conference with the
contractor personnel responsible for the
proposal or claim. Make sufficient inquiries
to fully understand the basis of the proposal
or claim and the issues involved.

1.  

2. Make sufficient inquiries to fully understand
the contractor's position regarding the nature
of the delay/disruption and the extent of
alleged government responsibility. Discuss
these items with the Contracting Officer.
Differences concerning alleged number of
delay days may have a significant effect on
labor, materials, and other submitted costs.

2.  

3. Make inquiries to fully understand the
methodology used to develop the price
adjustment. Determine if different
methodologies were used for different cost
elements.

3.  

4. Obtain additional supporting data including
budgets and actuals for indirect costs
(including allocation bases and fixed and
variable costs), direct costs, labor hours and
costs, material costs, and subcontracts, and
audited financial statements and tax returns
for the entire performance period of the
contract.

4.  

1.  
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5. If external legal or financial consultants
prepared the proposal or claim, obtain a copy
of their working papers that support the
proposal or claim. Costs incurred for proposal
or claim preparation should be identified
separately from other claimed costs to determine
their allowability (see Step F.9).

5.  

6. Review the contractor's correspondence and
contract files for relevant documents. Obtain
a list of all outstanding and recently settled
claims adjustments on other contracts that
relate to the period of performance of the
subject contact.

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Detailed Audit Steps
1. Contractor's Proposal or Claim Submission.

a. If the contractor's proposal or claim/
support was initially determined to be
adequate for audit as a result of applying
preliminary audit step D.1., but is
subsequently determined to be inadequate
during field work (e.g. referenced
supporting documentation is inadequate
or unavailable), discuss what additional
data is needed with the contractor. If
such data is not reasonably available,
follow the procedures in Part XI of
Enclosure 1.

1.  

b. Perform mathematical verification of the
proposal or claim and supporting data.

2.  

c. Determine what clause(s) the contractor
based its recovery on and if the submission
complies with the conditions of the
clause(s). For example, if the contractor
claims profit, is a profit factor permitted
by the clause used as a basis for the price
adjustments (See CAM 12-502 and
12-802.6)? If not, provide this
information in the audit report.

3.  

1.  

2. Review the prime contractor's subcontract files.

a. Follow up with cognizant FAOs for
subcontractors identified in Step D.4 to
assure timely issuance of assist reports for
incorporation in the audit report. If there

1.  

2.  

1.  
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will be a delay in the issuance of the assist
audit report, coordinate with the CO to
determine if the results can be forwarded
directly to the CO after issuance of the
prime report.

b. Forward any pertinent data such as lien
releases, correspondence and the like to
the subcontract auditor. Offer to provide
any additional supporting data the assist
auditor may require.

2.  

c. Review the prime contractor's
correspondence file for legal documents
related to subcontractors. A review of
the files may disclose that the prime
contractor is holding the subcontractor
liable for increased costs as a result of
changed conditions caused by the
subcontractor, or that the subcontractor
waived its rights at some point.

3.  

d. Determine if the prime contractor has
recorded a liability in the accounting
records for the subcontractor's claim.
While a failure to do so does not preclude
recovery, it is an indicator of the prime
contractor's belief in the validity of the
subcontractor's claim.

4.  

e. For construction contracts, determine if
any of the original subcontractors defaulted.
If there were subcontractor defaults,
determine if the prime received or will
receive payments from the original
subcontractor's bonding company (surety).
Question any payments from the bonding
company that are related to claimed costs.

5.  

3. Subcontract Audit.

a. Advise the subcontractor that the audit
report may be made available to the prime
contractor or upper-tier subcontractor and
that the audit report will indicate the extent
to which the subcontractor agrees to
disclosure of the results.

1.  

b. Obtain the subcontractor's consent for
release of the audit report or reason(s) for
not authorizing release. If there are
restrictions to the release of data to the
prime, ask the CO whether the audit
should be continued.

2.  

c. Coordinate with the prime auditor on due3.  

3.  
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date and other items of mutual concern.

d. Brief the contract between the prime and
the subcontractor. Determine if an
exculpatory clause limits the prime
contractor's liability to the subcontract
price. If such a clause is included,
determine if the prime contractor's right
to recover damages is limited. A
deviations and substitutions clause may
limit the liability of the prime for any
substitutions or deviations not approved
by the government.

4.  

4. Internal Documentation.

a. Ascertain the operations or departments
affected by the delay and the extent of any
related work rescheduling or rephasing.
Review backlog or internal job log
documents that include information on
commercial as well as government jobs.
Obtain a description of the numbering
system used to distinguish one job from
another job. This information can assist
in identifying accelerated or substitute
work. (Refer to Step 11c(1) and (4)).

1.  

b. Review all time-phased work/production
schedules of the entire contract
performance period as contemplated
before the delay occurred, and a schedule
of work as actually performed, to assist in
determining the extent and perhaps the
cause of the delay. For example, the
contractor may have adjusted the work
schedule for reasons unrelated to the
proposal or claim, or labor efficiency may
have been reduced due to weather, fire,
strike, or other causes.

2.  

c. Also review all time phased work/
production schedules from key
subcontractors, whether or not they are
requesting unabsorbed overhead. Such
information can provide additional
information useful in evaluating the
prime's claim and could show
inconsistencies between the
subcontractor's and prime
contractor's representations.

3.  

d. Review all contemporaneous revenue
projections by contract on a plant-wide

4.  

4.  
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basis where the time period for such
projections encompasses at least in part,
the time period encompassed by the
entire performance of the contract
including the period of delay. If total
actual revenues match or are greater
than planned revenues or certain
contracts have higher actual revenues
than planned, this may indicate that the
contractor accelerated the work on
certain contracts or substituted new
work for the work on the delayed
contract.

5. CAS and FAR Implications.

a. Determine if the contract contains the
CAS clause before proceeding with this
section. Delay and disruption claims
commonly arise under fixed-price
contracts and frequently under sealed-bid
contracts or contracts otherwise exempt
from CAS or FAR Part 31.

1.  

b. Refer to the contractor's Disclosure
Statement (if any) in effect during the
period of incurrence of proposed or
claimed costs including the proposal or
claim and results of prior reviews.
Ascertain that accounting for significant
cost elements in the proposal or claim is
consistent with established/disclosed
practices and complies with FAR Part 31
and the Cost Accounting Standards if
applicable. Delay or disruption proposals
or claims may include as direct charges
costs which would have been indirect. In
such cases, the auditor should document
in the audit working papers the
justification for the departure from
established cost accounting practices.

2.  

c. Refer to the FMIS and CAS Compliance
Testing Reports in the permanent file or
planning file. A CAS compliance review
should be accomplished, as needed, and
documented for applicable standards (see
standard audit program for such reviews).

3.  

d. Coordinate with your supervisor for
possible audit extension and issuance of
separate assignment number for a
noncompliance report if positive
noncompliance situations are indicated.

4.  

5.  
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Materiality should be considered prior to
initiating a separate noncompliance report.
Refer to CAM 8-302.7.

6. Delay Days6.  

Request the contractor to provide documentation
in support of the proposed number of delay or
disruption days. Coordinate the number and
dates of the delay days submitted with the
contracting officer/trial attorney. The number
of delay days is frequently used in calculations
of labor, material, and unabsorbed overhead
costs. In addition, the contractor is precluded
from recovering the same cost more than once
for overlapping delays. Incorporate the
results of the technical evaluation.

7.  

7. Transaction Testing Program8.  

Draft a transaction testing program to determine
the cause and the allowability and allocability
of proposed or claimed costs as appropriate for
the following areas:

a. Labor

(1) Verify maintenance or standby labor
hours to timesheets or other
supporting documentation and labor
distribution reports. Determine if the
standby labor was diverted to other
contracts or other production usage
and that the decision to retain
standby labor was reasonable in the
circumstances. For instance if other
work was available, determine why
"idle labor" was not employed on
such work.

1.  

(2) Determine if the claimed direct labor
is recorded on the contractor's
accounting records separate from
the indirect labor, supported by time
sheets or other accounting records.
Review the basis for any estimates.

2.  

(3) Determine if any of the submitted
costs are due to (i) a change in
scope or specifications, (ii) the
normal increase that often occurs
as a contract "tails off", or (iii)
other factors unrelated to the delay.
Technical assistance may be
required to make this determination.

3.  

(4) Review any communications or4.  

1.  

9.  
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meetings between the contractor and
any or all labor unions, related to the
delayed contract. Review union
agreements covering the delayed
period to understand any possible
adverse impact in the event of a
decrease in work.

(5) Determine if the contractor laid off
employees as a result of the alleged
government caused delay or
disruption. Review relevant
documentation (time sheets) as to
the date of discharge and possible
recall.

5.  

b. Material

(1) Price variance: Trace amounts
claimed to purchase invoices, since
a contractor frequently executes
firm commitments for major material
requirements at the time the contract
or modification is signed to protect
against cost growth.

1.  

(2) Quantity variance: Determine if the
change in number of items used was
the result of loss due to scrap and
spoilage, deterioration over time,
theft, inadequacy of initial estimate
or other causes, any of which may
or may not arise from government
actions. Technical assistance may
be required.

2.  

(3) Evaluate any changes in make-or-buy
decisions subsequent to contract
award to determine their impact on
costs not caused by the delay. Also
consider changes to proposed
manufacturing processes that result
in increased costs unrelated to the
subject delay or disruption.

3.  

2.  

c. Indirect Costs

(1) Determine if indirect expenses
allocated to direct costs associated
with delay are allowable and in
accordance with the contractor's
cost accounting system.

1.  

(2) Determine if indirect expenses
reclassified as direct are appropriate
to the circumstances if they are not

2.  

3.  
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in accordance with the cost
accounting system.

(3) Analyze indirect costs associated
with "standby" direct costs to
determine that the underlying
causal-beneficial relationship is
still valid. For example, "standby"
direct labor may require no
supervision and the related
supervisory labor may not be in a
standby status. If such a case
exists, the indirect costs applicable
to standby labor should be adjusted
accordingly.

3.  

(4) Determine that costs are not subject
to duplicate recovery (both as direct
costs and through a rate) in the same
time period. Contractors sometimes
include as a direct charge certain
expenses normally included in
overhead when work on a contract
ceases during a delay. Such items as
occupancy costs, insurance,
equipment rental or depreciation
may continue, and should be treated
as ODC when this happens.

4.  

(5) Determine if these costs have been
removed from the overhead pool for
final rate determination or any other
existing contractor claims. Review
audit files for prior claims of indirect
costs as ODC.

5.  

8. Transaction Testing Program Audit Steps10.  

Perform the audit steps developed in the trans-
action testing program developed at step F.7.

11.  

9. Proposal or Claim Preparation Costs

a. Claim prosecution costs incurred after the
submission of the claim to the CO are
unallowable even if incurred in support of
negotiations (see CAM 12-606).
Determine if claimed preparation and
support costs are factually related to the
submission of the claim. Such costs are
unallowable per FAR 31.205-47(f).
Review invoices and other documents
sufficient to ascertain the nature and
scope of the services provided.

1.  

b. Determine if proposal preparation costs2.  

12.  
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are reasonable (FAR 31.205-33) in
relation to services rendered. Review
the contract(s) with consultants. If the
fee is contingent upon recovery from
the government, question the costs.

c. Ascertain the contractor's practices for
charging equitable adjustment proposal
preparation costs. The courts have
ruled that allowable equitable adjustment
proposal preparation costs are generally
not reimbursable as a direct cost.
However, such preparation costs may be
a direct charge if consistent with the
contractor's disclosed accounting
practices.

3.  

10. Construction Contracts

a. Review the job site diary, as important
information not available in the accounting
records may be available here. Such
information may include extent of work
performed, status of employees during
delay periods and types and dates of
equipment usage. Discuss data found in
the records with those employees
responsible for the records. Compare
the data with that provided in the
proposal or claim to determine if there
are any discrepancies. Determine the
basis for any discrepancies.

1.  

b. Review the contractor's Davis-Bacon Act
certified payroll record reports submitted
weekly to the government for the period
under review. These reports are usually
submitted on Dept. of Labor Form
WH-347 (a copy of the form is included
in FAR 53.303-347). The reports contain
weekly payroll data: employee name,
work classification, social security number,
pay rate, pay period, hours worked per
day and for the total week and total pay
applicable. Determine if the records
indicate whether the employees working
on the job prior to the delay continued to
work on the job full time or part time
during the period of delay. Verify
employees' pay rates on the form to the
contractor's payroll records, paid checks,
and submitted costs.

2.  

c. If the proposal or claim includes costs3.  

13.  
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of construction equipment, review the
submitted costs based on the allowability
requirements set forth in FAR 31.105(d)(2).

(1) Determine the contractor's basis for
claimed equipment costs, actual
equipment costs or predetermined
rates.

1.  

(2) Actual cost data:

(a) Trace claimed actual equipment
costs to the contractor's books
and records.

1.  

(b) Determine if cost data is
available for each piece of
equipment claimed or groups
of a similar series or serial
equipment
(FAR 31.105(d)(2)(i)(A)).
If the data is available, the
FAR requires that the actual
data should be used and not
predetermined rates. If the
data is not available, actual
cost data may not be used.

2.  

(c) If the equipment was idle or
on standby during the alleged
delay, question any claimed
operating costs, such as gas,
fuel, and operators' costs.

3.  

(d) Analyze the accounting
assumptions used in the
computation of actual
equipment costs, such as
equipment life and year
entered into service. This
data should be reconciled to
other job records and
company-wide financial
accounting data. Verify any
salvage values used in the
equipment costs calculations.

4.  

(e) Determine if the equipment
costs are claimed in accordance
with the contractor's normal
capitalization policies. Items
not customarily capitalized
should be omitted from the
contractor's equipment costs.
If the contractor normally

5.  

2.  
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expenses the costs of
wheelbarrows or small tools,
these should be omitted from
equipment calculations.

(3) Predetermined rates:

(a) Determine if the contractor
met the FAR criteria
permitting the use of the
schedules (see (2)(b)).
Determine if the contractor's
accounting system is capable
of identifying the equipment
costs based on the FAR
criteria. If the data can be
obtained, the rate schedules
should not be used.

1.  

(b) Determine if the contract
specified predetermined rate
schedules to compute
equipment costs. If a
schedule is not mandated,
request technical assistance
on the choice of an
appropriate rate schedule. If
the contractor used a schedule
other than the one mandated
in the contract, determine the
reason for the deviation.

2.  

(c) Verify the contractor's rate
computations to the
predetermined rate schedule
used to compute the
equipment costs.

3.  

(d) Review other claimed direct
and indirect costs to
determine if the costs of
equipment claimed are
included. Remove any
claimed equipment costs that
are duplicative

4.  

(e) If claimed equipment costs
included costs contained in
non-equipment cost categories
at the time of the bid or in
other accounting records,
determine the basis for
reclassifications. Any claimed
equipment costs not bid or

5.  

3.  
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unrelated to the subject delay
or disruption should be
disallowed
(see CAM 12-802.7b).

(f) Report any evidence that the
claimed equipment was used
for other work during the
alleged standby period.

6.  

d. Bonding Costs:

(1) Brief the contract for the bonding
requirements clause
(FAR 52.228-15).

1.  

4.  

(2) Verify the computation of bonding costs.
Determine if the contractor's computation
is based on the correct rate for the
appropriate level of contract revenues.

5.  

(3) Determine the total bonding costs included
in the original contract price, modifications
and subject claim. Compare this amount
with incurred costs or future liability.
Question the difference.

6.  

11. Unabsorbed Overhead

a. Determine the formula or method the
contractor applied to compute the claim
for recovery of unabsorbed overhead. If
the contractor applied a formula other
than the basic Eichleay formula (see
Enclosure 4) such as the modified
Eichleay, determine the basis for its use
as opposed to the basic Eichleay formula.

1.  

b. Check the mathematical accuracy and
support of the contractor's computations
used in the methodology or formula.
Review all working papers that support
the contractor's computations. If the
contractor hired consultants to prepare
the claim, request all working papers
that support the consultants' work
product. Reconcile the contractor's
data to incurred cost records and other
documents as appropriate.

2.  

c. Determine if the contractor was able to
mitigate damages. Evaluate the impact
of (i) change orders on the delayed
contract that add unplanned work during
the period of suspension or delay, (ii) the
substitution of new contract work for the
delayed effort, (iii) acceleration of work on

3.  

14.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/023/0048Z023DOC.HTM (19 of 41) [11/19/1999 3:28:46 PM]



other contracts, and (iv) increased indirect
rates on concurrent cost type contracts.

(1) Review all bids or proposals
including all internal cost projections
used to develop prices for new or
added work, including commercial
work developed by the contractor
where the contemplated period of
performance would have an impact
during the period of delay. (Refer to
step F.4b)

1.  

(2) Review timesheets submitted during
the delay period for employees who
were working on the contract
immediately before the delay. If the
employees were deployed to other
current contracts or to a new contract
or contracts, this could indicate that
the contractor was able to replace the
work. Assess if the accelerated work
or new contract work was unplanned
prior to the delay, and reimbursement
on that work resulted in an increased
absorption of overhead during the
period of delay, which would
otherwise have been unabsorbed.

2.  

(3) Compare the total direct labor costs
incurred by the contractor before the
delay with those incurred during the
delay. If there was no decrease in
total direct labor costs, this may
indicate that the contractor was able
to deploy his work force to other
contracts.

3.  

(4) Compare planned work to actual
work on all contracts performed
concurrently with the delayed
contract (refer to data obtained in
Step F.4b and d) to determine if
the contractor accelerated or
substituted work to mitigate the
impact of the delay. If the
contractor began or completed any
contracts or the level of effort on a
contract or contracts was changed
during the delay period for the
purpose of mitigating the damages
of the delayed work, then the
analysis must be adjusted to show

4.  
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the impact of these contracts if
practicable.

(5) Determine if the indirect rates on the
contractor's concurrent cost-type
contracts have increased as a result
of the impact of the delay of the
instant contract on the contractor's
overhead distribution base(s). This
kind of an increase may indicate that
the contractor's cost-type contracts
have "absorbed" the overhead
normally allocated to the instant
contract and thus resulted in
mitigating the compensatory
damages. Any limitation of funds
and limitation of cost provisions
contained in the cost-type contracts
may limit any mitigation.

5.  

(6) Determine if the contractor made
changes to bid rate projections on
any and all work bid, awarded, and
performed on during the
performance period of the delayed
contract, which were higher than
those planned on the delayed
contract. Determine if the rates
were changed specifically to
mitigate the impact of the delay.

6.  

d. For construction contracts, examine what
action the contractor has taken to increase
its bonding capacity. While a contractor
can recover unabsorbed overhead if its
bonding capacity has hampered the
ability to obtain substituted work, the
contractor is obligated to take reasonable
efforts to obtain the necessary additional
bonding capacity (if possible). Request
documentation to verify any contractor
claims that its bonding capacity has been
limited. See Step 10d.

4.  

e. If the Eichleay formula is used:

(1) Verify computations in the formula
(see Enclosure 4) and reconcile data
used in the formula to supporting
documents and accounting records.

1.  

(2) Determine if the contractor used the
correct contract performance dates,
extending from the date of contract

2.  

5.  
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award and the date of completion
including the delay period.

(3) Determine if the contract billings
(revenues), total billings (revenues),
total fixed overhead and days of
performance are for the same time
interval. Billings are not progress
payments or public voucher
payments (see CAM 12-804d).

3.  

(4) Determine if the billings data
(contract revenue) used in the
allocation ratio are accurate and
appropriate.

(a) If the contractor uses an
allocation base other than
contract billings (such as
contract labor/total labor)
compare this ratio with the
established Eichleay formula
ratio, contract billings/total
contract billings. Recompute
the Eichleay formula using the
billings allocation ratio unless
the impact of a different
measurement allocation base is
immaterial or the contractor
can demonstrate that the
Eichleay formula billings
allocation ratio would lead to
inequitable results.

1.  

(b) If the contract has not been
completed, determine if the
contract billings and total
contract billings (Step 1)
include estimates to complete.
Evaluate the basis and
reasonableness of the
estimates.

2.  

4.  

(5) Review the contractor's method for
recognizing revenue (billings) to
determine if the method results in
an inequitable allocation of
unabsorbed overhead (Step 1 of the
formula).

(a) Percentage-of-completion
method. Evaluate the
assumptions used to measure
the extent of progress towards

1.  

5.  
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completion.

(b) If completion is overstated or
understated, adjust the billings
(revenues) whether in the
numerator or denominator of
the formula to prevent over
or under recovery of
unabsorbed overhead.
Overstatement on the delayed
contract can be caused by
inclusion of deleted or
terminated work or
unexercised options.
Understatement of completion
on other work could result
from excluding claims on other
contracts and undefinitized
work and modifications.

2.  

(6) Analyze the overhead thoroughly to
remove all of the variable items of
cost. If semi-variable costs are
included, remove the variable portion.
Ensure that all unallowable costs are
removed from the overhead.

6.  

(7) Determine if there is any significant
unabsorbed overhead in the total
fixed overhead element of the
Eichleay formula computation
(Step 1 of the formula) that is
unrelated to the subject delay or
disruption. Eliminate any unrelated
unabsorbed overhead from the total
fixed overhead. See CAM 12-805e.

(a) Compare the contractor's
planned work and actual
work on the subject contract
and other work planned and
performed concurrently
(refer to data obtained in
Steps E.4 and F.4b). Analyze
any significant changes in
the volume of work
anticipated that were not
related to the subject
contract delay. Determine
if there were:

Contractor-caused
delays on the subject
delayed contract.

1.  

1.  

7.  
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Delays on other
government contracts.

2.  

Delays on commercial
contracts.

3.  

Terminations (partial or
total) of other contracts.

4.  

(b) Review the contractor's
planned direct costs and fixed
overhead for any affected
contract.

2.  

(c) If any contract was delayed or
terminated, determine if there
was any replacement work
during the delay period or for
the terminated contract or
portion thereof.

3.  

(d) Determine the amount of
unabsorbed overhead (fixed
overhead) allocable to the
delayed or terminated
allocation base portion of
the contract(s) (refer to
information in E.4 and the
evaluation of fixed overhead
in F.11e(6)). If there was any
replacement for the delayed or
the terminated portion of the
contract, consider the impact
of the added work. Deduct
the unrelated net fixed
overhead (less the fixed
overhead of any replacement
work) from the fixed overhead
for the contract period (Step 1)
for computation of the
Eichleay formula.

4.  

(e) See Step F.11e(8).5.  

(8) Determine if there were any
recoveries of unabsorbed overhead
on any other claims during the
contract performance period. Delete
such recoveries from the fixed
overhead for computation of the
Eichleay formula on this proposal
or claim.

8.  

12. Compare the results of Evaluation of
Unabsorbed Overhead

a. Compare the Eichleay formula1.  

15.  
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computations without adjustments to the
computations with adjustments to show
how the formula overstates or understates
unabsorbed overhead if it is not adjusted.
Compute each adjustment separately.

b. Compare the contractor's computation of
unabsorbed overhead with those of the
Eichleay formula as adjusted (if required).
Question the difference.

2.  

13. Total or Modified Cost Method16.  

If the contractor computed any element(s) of the
proposal or claim using the total cost or modified
total cost method, perform the following steps to
determine if the contractor meets the criteria for
acceptable use of the method. These steps
should be performed in addition to any of the
foregoing applicable steps. Determine if the
contractor's proposal or claim meets the
following criteria:

a. Impossible to determine actual related
increased costs.

(1) Review the contractor's accounting
system to determine the capability
and requirements to separately
account for increased costs caused
by the asserted change(s).

1.  

(2) Determine if the contract included
the Change Order Accounting
Clause (FAR 52.243-6). Determine
if the CO issued any directives
requiring the contractor to establish
separate cost accounts for activities
related to changed work and if the
contractor complied with the
directive.

2.  

(3) If the contractor is CAS covered,
review the disclosure statement for
statements regarding the capability
of the accounting system to segregate
costs when necessary.

3.  

1.  

b. Bid is realistic

(1) Compare the bid with Request for
Proposal (RFP) requirements.
Determine if any significant elements
were omitted from the bid but
included in the submitted costs.

1.  

(2) Compare the contractor's bid with2.  

2.  

17.  
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other contractors' bids for the same
acquisition, if available from the CO.

(3) Compare the proposed price to
recent historical data of similar work.
If the bid is significantly less,
determine why.

3.  

(4) Compare the contractor's bid
delivery schedule with those of
unsuccessful bidders. Determine the
reasons for significant differences.

4.  

(5) Compare bid cost elements to
incurred cost elements. Examine
those elements where the bid and
the incurred costs are significantly
different. Determine the reason for
the difference.

5.  

(6) Review prior audit reports on the
contractor's estimating system for
deficiencies that may have impacted
the reasonableness of the bid.

6.  

c. Incurred costs were reasonable.

(1) Reconcile the claimed costs to the
contractor's books and records.
Determine if the incurred costs
were allocable, allowable and
reasonable in nature. Question
those costs proposed or claimed
that were not incurred or would
not be incurred.

1.  

(2) Obtain technical assistance to
determine the cost realism of the
estimate to complete if the contract
is not yet complete.

2.  

(3) Determine if the contractor used
estimates based on incurred costs.
Any add-on factors to incurred costs
or estimated costs should be logical
and reasonable in the circumstances.

3.  

(4) Evaluate changed methodologies
from the bid to the incurred costs.
Determine if the contractor changed
the labor mix or revised the make-or
buy decisions. Determine the impact
on submitted increased costs.

4.  

3.  

d. Government is clearly responsible.

(1) Review the contract budgets for the
period of performance and the

1.  

4.  
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contractor's policies and procedures
for comparing actual performance to
the budget. Identify and analyze
variances the contractor should have
identified as work was accomplished.
Gather information on contractor
caused increased costs and increased
costs due to alleged changed work.

(2) Determine if the contractor
implemented any accounting changes
having impacts that were not
considered in the claim.

2.  

(3) Determine if the contractor
recognized any increased costs
attributable to its own
mismanagement in scheduling or
material procurement.

3.  

(4) Review correspondence between
the prime contractor and the
subcontractor(s) for indications of
subcontractor failure to perform
according to schedule or other
issues that would cause increased
subcontract costs.

4.  

(5) Determine if there were extraordinary
equipment repairs or delayed material
ordering or deliveries that were
charged to the contract and not the
responsibility of the government.

5.  

(6) Review increased incurred overhead
costs that may have been caused by
loss of planned contract awards,
contractor-caused delays, or contract
terminations that are not the
responsibility of the government.

6.  

(7) Determine if there were higher than
normal material scrap costs that may
indicate contractor caused cost
growth.

7.  

(8) Review increased incurred overhead
costs that may have been caused by
loss of planned contract awards,
contractor-caused delays, or contract
termination that were not the
responsibility of the government.

8.  

(9) Determine if the prime contractor
proposed or claimed hours that were
actually performed by a

9.  
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subcontractor. Determine if the
subcontract was firm-fixed-price and
if there was a change to a cost
reimbursement contract. If there was
no change, there is no liability to the
government.

e. Based on the results of performing the
previous steps, determine if proposed or
claimed costs are acceptable as a basis for
negotiation or settlement because they
meet the four criteria for applying the
total cost method.

5.  

f. Modified Total Cost Method6.  

Perform the relevant steps above.
Determine if the adjusted costs were
accurate and complete.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Concluding Audit Steps
1. Summarize audit findings on lead schedules.
Include narrative comments which concisely
describe the contractor's basis for proposed
or claimed costs, questioned costs and basis
of determination.

1.  

2. Review technical reports and translate findings
into dollars. Any reservations by the auditor in
regard to scope, basis for conclusions, etc.,
included in the technical reviews should be
coordinated with government technical
personnel before incorporation of the technical
report into the audit report (CAM 4-1000).

2.  

3. Complete other audit work papers.3.  

4. Determine if any fraud indicators are present
(Enclosure 5). Review findings with supervisor.
Take actions indicated by CAM 4-700 or 4-800.

4.  

5. Discuss audit findings with supervisor and FAO
claims technical specialist (if available).

5.  

6. Arrange and conduct an exit conference with
contractor representatives in accordance with
procedures specified in CAM 4-300. For claims
appealed to the BCA, coordinate with the trial
attorney prior to conducting an exit conference.

6.  

7. Draft audit report using the guidance in
CAM 10-1100. Include contractor responses
and, where appropriate, the auditor's rebuttal.

7.  

1.  
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8. Update permanent file as necessary (including
Internal Control Audit Planning Summaries
(ICAPS).

8.  

9. Determine the need for issuance of other related
reports (e.g., CAS noncompliance report and/or
flash internal controls deficiency report).

9.  

10. The supervisory auditor should validate dollars
examined and costs questioned in the FMIS
Audit Disposition Form to assure compliance
with Agency instructions.

10.  

Enclosure 1

Screening Checklist -- Equitable Adjustment Proposal or Claim

Version 3.3
1 April 1998

Contractor: ________________________________________________________________

Assignment No.: ____________________________________________________________

Auditor's Name: ____________________________ Date: ________________________
Reviewer's Name: ___________________________ Date: ________________________

I. Background1.  

The following screening checklist is provided to assist in determining whether the contractor's equitable
adjustment proposal or claim is adequate for audit. Only if the proposal or claim is submitted in substantially
the same format and containing the same data as required in a completed Table 15-2 (FAR 15-408(m) is it
considered adequate for audit. The checklist should be used prior to beginning the audit. See CAM 12-503
for further guidance on audit adequacy of equitable adjustment proposals or claims.

2.  

None of the contract clauses that authorize equitable adjustments require a contractor to submit any data in
support of its request for adjustment. Additionally, the FAR coverage of claims does not require a contractor
to disclose any data in support of its claim. Further, the Court of Appeals for the Federal Circuit and the
ASBCA have held that a contractor does not have to disclose any data to support the quantum aspect of a
claim. Thus, unless there is a specific term in the contract that requires a contractor to disclose data relating
to a request for equitable adjustment or claim, the only regulatory or statutory requirement in this regard is
found in TINA and FAR Part 15. However, these requirements apply only to requests for equitable
adjustment if the request exceeds the TINA threshold and the contracting officer requires the submission of
cost or pricing data. Despite this, it is usually in the contractor's best interest to disclose adequate data to
support its request for equitable adjustment or claim if the contractor wants to be paid quickly. However, the
manner of such a disclosure and the format in which the data is presented is within the discretion of the
contractor. Nonetheless, auditors should not start the audit without obtaining adequate supporting data. Only
if the contracting officer insists that the audit be performed on the inadequate data provided with the proposal
or claim, should the audit proceed after following the guidance in CAM 12-503.

3.  

The reviews of equitable adjustment proposals or claims have historically been high risk audits resulting in
large amounts of questionable costs largely due to inadequate supporting data. If during the screening
process, the auditor finds reasonable suspicion of fraud, corruption, or unlawful activity, the auditor should
refer to CAM 4-702 which explains the auditor's responsibilities in these areas. Specific fraud indicators that
the auditor may encounter during the proposal or claim audit are discussed in Enclosure 5 of the standard

4.  
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audit program for a delay/disruption proposal or claim.

II. Screening for Audit Adequacy of Proposal or Claim5.  

The following checklist is intended to assist in screening the contractor's proposal or claim before
commencing the audit to conserve audit resources and to identify inadequately supported proposals or
claims. To answer some of the questions, the auditor will need to have knowledge of the contractor or make
additional inquiries of the contractor, e.g., question 4 below. Questions coded with a "C" indicate that they
are critical to the acceptability of the proposal or claim. A "no" response to any one of them will often result
in the auditor recommending that the proposal or claim be rejected or denied by the Contracting Officer
(CO). Questions coded with an "S" are critical if related proposed or claimed costs are significant.

6.  

Comment
Yes No N/A Reference

III. General Steps:
C1. Did the contractor provide a signed certificate for the
claim as required by FAR 52.233-1 (above $100,000)?
(If no, coordinate with the requester and the contractor
to obtain timely certification. If not obtained, the CO
should be advised to return the claim to the contractor.)

1.  

C2. For proposals, did the contractor provide a signed
certification for the request as required by
DFARS 252.243-7002 (if applicable), if the request is
above the simplified acquisition threshold ($100,000)?
If the contractor is required to submit cost or pricing
data, did the contractor submit the data in conformity
with Table 15-2 of FAR 15.408(m).

2.  

C3. Did the contractor identify the factual data available in
the accounting records to support the proposal or claim
and is access available to all relevant factual data?
(Inquire about job site diaries, equipment utilization
records, project status reports and the like.)

3.  

C4. Are the contractor's accounting books and records
available to support the proposal or claim?

4.  

C5. If the contractor's accounting system does not
adequately identify and segregate costs by project
and contract, has the contractor summarized the
incurred costs from pertinent source documents
to fully disclose the actual costs applicable to the
contract and the proposal or claim?

5.  

S6. Is each cost element of the proposal or claim
adequately supported by relevant and factual cost
data? (The data needs to be either included in the
proposal or claim or specifically identified and
referenced.)

6.  

C7. Did the contractor adequately explain the causes
for the proposed or claimed increased costs and
the time periods involved?

7.  

C8. For a delay proposal or claim, did the contractor8.  

1.  
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identify and support the delay period?

C9. Is access available to the original bid? (This is
particularly important when the contractor's
proposal or claim is based on the difference
between bid costs versus actual costs, either in
total or by element of cost. See CAM 12.704
Total Cost Method.)

9.  

Comment
Yes No N/A Reference

IV. Direct Labor:
S10. Did the contractor provide support for the causal
relationship between the proposed or claimed labor
hours and the alleged delay or disruption?

1.  

S11. Did the contractor include or specifically identify the
data to adequately support the proposed or claimed
hours and hourly rates for each direct labor category?
(Key source documents include: completed timecards;
payroll records; job site diaries, if a construction
contract; and personnel records.)

2.  

S12. If an improvement curve is used to support a proposed
or claimed loss of efficiency or learning, is it adequately
supported by past performance, industry standards, or
other acceptable basis?

3.  

S13. Does the proposal or claim give consideration to any
changes affecting direct labor such as changes in
make-or-buy decisions, production methods, and labor
mix made subsequent to contract award?

Is the impact of the changes on the proposal or
claim adequately supported?

1.  

4.  

1.  

V. Materials:
S14. Did the contractor provide support for the causal
relationship between the proposed or claimed material
costs and the alleged delay or disruption?

1.  

S15. Did the contractor include or specifically identify the
data to adequately support the claimed material costs?
(Key source documents include: requisitions; purchase
orders; invoices; receiving reports; paid vouchers;
canceled checks; records of excessive scrap possibly
due to faulty specifications; bills of materials; and
drawings.)

2.  

S16. Does the proposal or claim give consideration to any
changes affecting material costs such as changes in
make-or-buy decisions and production methods made
subsequent to contract award?

Is the impact of the changes on the proposal or1.  

3.  

2.  
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claim adequately supported?

Comment
Yes No N/A Reference

VI. Subcontracts:
S17. If the proposal or claim includes subcontract costs, did
the contractor obtain and analyze an adequate
subcontract proposal or claim and include the results of
that analysis in the proposal or claim?

1.  

S18. If required to be certified, was the prime claim
certified? (See FAR 52.233-1, if above $100,000.)
Claims filed by the subcontractor must be certified by
the prime contractor, if required.

2.  

1.  

Comment
Yes No N/A Reference

VII. Indirect Expenses:
S19. Did the contractor show how the indirect expense rates
were calculated and applied? The support for the
indirect rates should consist of cost breakdowns, trends,
and budgetary data.

1.  

S20. Did the contractor identify and exclude the
unallowable indirect expenses from the indirect
expense pools?

2.  

S21. Did the contractor demonstrate the causal/beneficial
relationship between indirect expenses and the
allocation base for such unusual items as standby labor?

3.  

1.  

Comment
Yes No N/A Reference

VIII. Unabsorbed Overhead:
S22. If the Eichleay method was used to compute
unabsorbed overhead, did the contractor provide
adequate support for the formula components (e.g.
showing the source of "Contract Billings, "Total
billings" and "Days of Performance")? If some other
method was used, did the contractor provide an
adequate explanation of how the method is applied?
Did the contractor provide adequate support for
the calculations?

1.  

1.  

Comment
Yes No N/A Reference

IX. Other Direct Costs:1.  
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S23. Did the contractor include or specifically identify
the data to adequately support claimed other direct
costs (e.g., travel costs, overtime premium and
equipment charges)? Are claimed equipment costs
submitted in accordance with contractual terms?
(See FAR 31.105 concerning allowable equipment
costs on covered construction and architect-engineer
contracts.)

1.  

Comment
Yes No N/A Reference

X. Profit:
S24. Did the contractor provide support for the proposed
profit, including identification of the contract clause
under which the proposal or claim has been made?
(Profit is specifically excluded under the provisions of
FAR 52.242-14 and 52.242-17.)

1.  

1.  

Comment
Yes No N/A Reference

XI. Summary of Adequacy
1. Is the proposal or claim adequate for audit?

If yes, proceed with audit and coordinate an
acceptable report date with the contracting
officer.

1.  

If no, discuss the inadequacies and the
corrective actions needed with the contracting
officer (and immediately recommend that the
contracting officer reject or deny the proposal
or claim. Confirm the notifications in writing
(include an explanation of the deficiencies and
needed corrective actions) with the contracting
officer and contractor.

2.  

1.  

2. If, after receipt and consideration of the auditor's
written notification, the contracting officer does not
agree to return the proposal or deny the claim,
discuss the reasons with the FAO manager and/or
RAM to determine if their assistance is needed in
convincing the contracting officer to return the
proposal or deny the claim.

2.  

3. If, after FAO Manager and/or RAM involvement
with contract administration management, the
contracting officer insists that an audit be performed
on the inadequate proposal or claim, confirm this in
writing and advise the contracting officer that an
audit cannot be performed on unsupported items,
and as a result, all unsupported items will be

3.  

1.  
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questioned and an adverse audit opinion will be
expressed on the proposal or claim.

Enclosure 2

Delay/Disruption Proposal or Claim

Version 3.3
1 April 1998

Filed under Changes clause ( ) Disputes clause ( )

Contract No. ___________________________1.  

Board of Appeals Case No. ________________2.  

Chronology of Significant Events

Contractor Name: _______________________________ Telephone: ___________________
Outside Preparer: _______________________________ Telephone: ___________________
Trial Attorney Name: ____________________________ Telephone: ___________________
Date of Contract Award: _________________________ Amount: ____________________

Modifications: Refer to contract brief

Date(s) of alleged abnormal condition(s) -- From: _______________ To: ________________

Description: (Append copy of concise written description, preferably from within the claim; alternatively prepare
and append a summary.)

Performance dates per contract From: _____________________ To: ___________________

Actual performance dates -- From: _______________________ To: ___________________

Date entitlement determined or contracting officer decision tendered: ___________________

Date of certification of the proposal or claim: ______________________________________

Date audit request received: ____________________________________________________

Pertinent Government or Contractor Action:
(Description/Reference) Date
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
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_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____
_________________________________________________________________ _____

Enclosure 3

Delay/Disruption Proposal or Claim

Version 3.3
1 April 1998

Delay/Disruption Proposal or Claim

Contract No. _______________________________________

Contract Brief

Contractor Name and Address:

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

RFP No.: __________________________________________________________________

Price Proposal Evaluation Assignment No.(s): _____________________________________

Date of Contract Award: _____________________________________________________

Amount: $ _________________________________________________________________

Contract Type: Fixed Price ____ T&M ____ Cost-type ____ Other ____________________

Procurement Type: Sealed bid ____ Competitive Negotiation ____ Sole Source ____ Other __________

CAS Coverage: Full _____ Modified _____ None _____

Modifications:

No. Date Amount Perf. Period No. Date Amount Perf. Period
1 _______ $_______ ___________ 5 _______ $_______ ___________
2 _______ $_______ ___________ 6 _______ $_______ ___________

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/023/0048Z023DOC.HTM (35 of 41) [11/19/1999 3:28:46 PM]



3 _______ $_______ ___________ 7 _______ $_______ ___________
4 _______ $_______ ___________ 8 _______ $_______ ___________

ACO Name and Address: ______________________________________________________

____________________________________________________________________________

____________________________________________________________________________

PCO Name and Address: _______________________________________________________

____________________________________________________________________________

Applicable Procurement Regulations: _____________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

Scope of Work: ______________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

Liquidated Damages? Yes ( ) No ( ) Amount: $ _____________ per ______________

General Provisions (append listing)
Relevant Special Provisions:

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

Enclosure 4

Worksheets for Auditing Unabsorbed Overhead Using the Eichleay Formula

Version 3.3
1 April 1998

Worksheets for Auditing Unabsorbed Overhead
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Using the Eichleay Formula

The following provides an illustration of worksheets for auditing the unabsorbed overhead. Worksheet 1 shows the
established Eichleay formula elements that may be used for the audit of unabsorbed overhead. Refer to CAM
12-804 for a detailed description of the elements. Worksheet 2 may be used to show the contractor's computations.
The elements of the formula have been left blank, since the contractor's version of the Eichleay formula elements
may differ from those of the established formula. For example, the contractor may base its unabsorbed overhead
computations on a modified Eichleay formula (see CAM 12-807). The modified formula may include substitute
elements in Step 1 of the basic Eichleay formula such as original contract price for "contract billings" and total
contract billings for the original contract period for "total contract billings for contract period." Such substitutions
for the Eichleay formula elements should be discussed in the notes.

Worksheet 1
Auditor's Eichleay Formula Computations

Step 1. Fixed Overhead Allocable to the Contract:

Notes

______Contract Billings*______
Total Billings for Contract Period** X Total fixed ovehead for contract

period

= Fixed overhead
allocable to the
contract

__________________ ____________= ____________

Step 2. Daily Contract Fixed Overhead Rate
Fixed overhead allocable to

______contract_______
Days of Performance

= Daily contract fixed overhead rate

____________________ = _______________

Step 3. Unabsorbed Overhead

Daily contract fixed overhead rate X Number of delay
days = Unabsorbed overhead

______________________ X _____________ _____________

* Contract billings are contract revenues recognized for the period of actual contract performance (see CAM
12-804b).

** Total billings for contract period are revenues for all contracts ( including government and commercial)
recognized for the period of actual contract performance including the delay period and any modifications (see
CAM 12-804b).

Notes:

Worksheet 2

Contractor's Computation of Unabsorbed Overhead

Worksheet 1
Auditor's Eichleay Formula Computations

Step 1

Notes
___________________

X ___________________= _______________

___________________
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___________________= _______________

Step 2.

_____________ = _______________

_____________ = _______________

Step 3.

_______________ X _______________ = Unabsorbed overhead

_______________ X _______________ = ________________

Enclosure 5

Listing of Fraud Indicators

Version 3.3
1 April 1998

Listing of Fraud Indicators

Fraud is defined in CAM 4-700 as "any willful or conscious wrongdoing that adversely affects the government's
interests." It includes, but is not limited to, acts of cheating or dishonesty which contribute to a loss or injury to the
government. Our attorneys have stated that it is not necessary that the contractor representative who certifies the
proposal or claim know that the data furnished are incomplete or inaccurate. It is only necessary that data is
available and the proposal or claim was prepared in deliberate ignorance of the data or with a reckless disregard of
the truth or falsity of data presented in the proposal or claim itself. The auditor should note that use of any standard
method of calculating unabsorbed overhead has been accepted by the courts, even though the results of the
computation can be shown to be unrealistic. However, duplicate counting of any proposal or claim element,
including delay days, or a proposal or claim for more direct costs than were incurred, might be deemed fraudulent.
If the known facts cause the auditor to have a reasonable belief that significant costs have been improperly included
in the proposal or claim, the matter should be referred to the proper authorities.

Examples of the types of activities included in the CAM 4-700 definition follow:

1. Falsification of documents, such as time cards or purchase orders.1.  

2. Charging personal expenses to government contracts.2.  

3. Submission of false claims, such as invoices for services not performed or materials not chargeable to the
contract.

3.  

4. Intentional mischarging or misallocation of costs.4.  

5. Deceit by suppression of the truth.5.  

6. Acts, such as bribery, corrupt payments which violate the Foreign Corrupt Practices Act, theft, graft,
gratuities, and kickbacks.

6.  

7. Any unlawful or fraudulent acts resulting from accounting classification practices that are designed to
conceal the true nature of the expenses, such as unallowable costs for advertising, entertainment, etc., being
classified as office supplies to avoid detection or the concealment of accounting data comprising a proposed
estimating factor, such as a material decrement factor used to reduce proposed material costs.

7.  

8. Any attempt or conspiracy to engage in, or use, the above devices.8.  

_____________________________________________________________________________

I. Labor Fraud Indicators
A. Indirect to Direct:1.  

1.  
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1. Reclassification/reorganization of employees from indirect to direct.1.  

2. New cost centers appearing on supporting data.2.  

3. Changes in the labor-charging relationships between certain tasks or types of labor.3.  

4. Decrease in indirect expense pools.4.  

5. Increased production labor hours with no corresponding increases in materials used or units
shipped, unless this arises from loss of learning.

5.  

B. Labor Accounting by Funding:

1. Notices that certain work order numbers pertaining to incomplete effort may no longer be
charged.

1.  

2. Actual hours and dollars consistently at or near budgeted amounts for fixed-price work,
especially if reimbursable work varies from, or consistently exceeds budget.

2.  

3. Employee timecards completed in advance.3.  

4. Employees submit blank timecards.4.  

2.  

C. Adjusting Journal Entries:

1. Transfers from IR&D or BP costs.1.  

2. Transfers from fixed-price government or commercial work.2.  

3. Transfers to open change orders prior to negotiations.3.  

4. Transfers to any work order number of labor costs incurred before the number was
established.

4.  

5. Transfers to any type of holding or expense account, except for routine processing in which
charges to a nonexistent code are suspended for immediate error correction.

5.  

3.  

D. Nonconforming Goods or Workmanship:4.  

Significant increases in charging to a government-reimbursable account may indicate that costs of
unallowable rework are being mischarged.

5.  

E. Adjustment of Labor Standards:

1. High labor efficiency (hours, usage) variance.1.  

2. Seemingly unrelated tasks and steps on a statement of work.2.  

3. For similar tasks, relatively higher standard hours on cost reimbursable work.3.  

4. Labor standards not updated when contractor updates its technology.4.  

5. Noncurrent labor standards used to support proposals.5.  

6. No supporting documentation for actual or proposed standards.6.  

7. Variances are always in the same direction (this may indicate obsolete standards; however the
propriety of disposition of the variance should be reviewed and the impact of a significant
one-way variance should be analyzed.)

7.  

8. Duplicate employee identification cards for the same time period.8.  

9. Lack of a clear audit trail to verify the propriety of labor charges.9.  

10. Weak internal controls over adjustment of labor charges.10.  

6.  

II. Materials Fraud Indicators
A. Material Transfers -- Financing Inventory (applies to claims only when the government is financing
the contract through progress payments etc.).

1. Transfers from government to commercial contracts.1.  

2. Materials ordered and charged in excess of contract amounts.2.  

1.  

2.  
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3. Billings or claims including actual material costs far in excess of the negotiated material
costs.

3.  

4. Downward adjustments to materials billings as other costs increase.4.  

5. Transfers via any type of holding or suspense account.5.  

B. Material Transfers -- Material Requirements System

1. Transfers of items previously delivered from ongoing jobs to open work orders.1.  

2. Transfers of items scheduled for delivery in the distant future from ongoing jobs to open work
orders.

2.  

3. Physical transfers from government to commercial work orders without corresponding
accounting transfers.

3.  

4. Physical transfers from cost-type to fixed-price government job orders without corresponding
accounting transfers.

4.  

5. Transfers-out at costs substantially different from the original charge.5.  

6. Mass transfers-out from a government work order, leaving little or no remaining materials or
work-in-progress inventory but essentially unchanged labor and ODC charges.

6.  

2.  

C. Excess/Residual Inventory and Inventory Write-off

1. No accounting for residual or excess materials.1.  

2. Transfers from prior to current or future work orders.2.  

3. Physical transfers from cost-type to fixed-price government job orders without corresponding
accounting transfers.

3.  

4. Physical transfers from government to commercial work orders without corresponding
accounting transfers.

4.  

5. Mass transfers to scrap accounts.5.  

6. Mass transfers to inventory write-off accounts.6.  

7. Transfers to or via any type of holding or suspense account.7.  

8. Poor controls over physical inventories.8.  

9. Unexplained increase in proposed or "actual" over historical scrap factor.9.  

10. Unexplained increase in "actual" over historical inventory write-off.10.  

3.  

D. Falsification of Documents

1. Original documentation consistently unavailable for the auditor's review.1.  

2. Consistently poor, illegible copies of supporting documentation.2.  

3. Different supporting documents provided for the same item, with item per/unit prices varying
widely for no obvious reason.

3.  

4. Repeated instances of the use of estimated costs when actual incurred costs from the
accounting records more accurately reflect the contract adjustment for which the Government is
liable.

4.  

4.  

E. Repetitive Bidding of Duplicative Material Costs (direct charging or estimating of materials also
included in a rate or factor).

1. Vague terms based on "management's judgment" used to bid units of direct materials.1.  

2. Repetitive noncompliance with disclosed bidding practices.2.  

5.  

F. Adjustment of Material Standards

1. High materials quantity (efficiency, usage) variance.1.  

6.  
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2. Work orders, etc. containing materials charges which appear to be unrelated to the task.2.  

3. Use of noncurrent materials standards, frequently evidenced by "one-sided" variances (all in
the same direction, usually unfavorable).

3.  

4. Unavailability of documentation supporting proposed or existing standards.4.  

5. Lack of a clear audit trail to verify the propriety of materials charges.5.  

6. Weak internal controls over adjustments to materials charges.6.  

G. Subcontracts:7.  

A significant variance between proposed and negotiated vendor prices.8.  

H. Subcontractor Kickbacks

1. Poor internal controls over purchasing, receiving and/or storing.1.  

2. Lack of separation of duties between purchasing and receiving.2.  

3. Lack of rotation or separation of duties in the purchasing department (buyers not regularly rotated to
prevent excessive familiarity with specific vendors).

3.  

4. Few or no contractor policies on ethical business practices.4.  

5. Poor enforcement of existing contractor policies on ethical business practices.5.  

6. Purchasing employees apparently living beyond their incomes.6.  

7. Circumvention of established procedures for competition of subcontracts or materials purchases.7.  

8. Failure to award subcontract to the low bidder without adequate technical or other justification.8.  

3.  

_____________________________________________________________________________

Next Section

Open this portion of the document in Word (101 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APEDPG

Audit Program for EDP General Controls

Version 2.3
1 July 1998

Defense Contract Audit Agency
Audit Program for Reviewing and Reporting on Contractor EDP System General Internal Controls

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit that are covered
in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractor's electronic data processing (EDP) system internal
control to plan related contract audit effort. This requires that the auditor assess the adequacy of the
contractor's EDP policies and procedures, whether they have been implemented, and if they are
working effectively.

1.  

Document the understanding of the EDP System general internal control in working papers and
permanent files.

2.  

Test the operational effectiveness of EDP System general internal controls.3.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.4.  

Report on the understanding of the EDP System general internal control and assessment of control
risk.

5.  

2.  

This audit program is limited to the review of the EDP Systems and related general internal controls for
major contractors, nonmajor contractors where the system is considered significant, and contractors with
substantial negotiated firm-fixed price contracts. Only those controls directly related to the contractor's
Information Technology (IT) organization, will be audited under this assignment. Controls for interrelated
audit concerns regarding the adequacy of the contractor's other major systems (i.e., labor, estimating, etc.)

3.  
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will be audited under separate assignments. While the controls for these areas are not part of this audit, the
results of all audits of these interrelated controls must be considered in forming an overall audit conclusion
on the EDP System general internal control. The results of this audit should also be commented on in
reports on related audit areas.

When performing an update or follow-up review, the audit steps below should be adjusted and tailored
accordingly. To the extent possible, prior audit effort should be used as a basis for validating the
contractor's internal control.

4.  

Before beginning this review, the auditor should inquire about internal control reviews performed by the
contractor or its external auditors relating to this audit area. In those cases where internal control reviews
have been performed, the auditor should follow guidance contained in CAM 4-1000, Reliance on the Work
of Others.

5.  

Before performing any review of internal controls, the auditor should determine that the system
contemplated for review is material to the Government. Once it is determined that the system is material to
the Government, the auditor should reassess the materiality of each section in the internal control program
before performing any audit steps in that section. The scope of any audit depends on individual
circumstances. The auditor is expected to exercise professional judgment, considering vulnerability and
materiality, in deciding the scope of audit to be performed.

6.  

The internal control matrix (see Attachment 1) shows the interrelationships among the control objectives,
control activities, and audit procedures used in this audit program. The control objectives and the audit
procedures have been fully integrated into this audit program; therefore, the matrix is not needed unless it is
desirable to see the associated control activities and the interrelationships in a matrix format.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Preliminary Audit Effort1.  

1. Research and Planning

a. Review and become familiar with
applicable sections of CAM (5-400 and
Appendix C) and any recent Headquarters
guidance not incorporated in the CAM.

1.  

b. If technical assistance is needed during the
audit, coordinate with your supervisor and
consider seeking advice from the Regional
Special Programs Office or DCAA's
Technical Audit Services Division.

2.  

c. Review the extent and results of the
contractor's self-governance activities; e.g.,
internal and external audits, coordinated
audits, etc., related to IT organization. In
those cases where internal or external
audits have been performed, the auditor
should follow the guidance contained in
CAM 4-1000, Reliance on the Work of
Others. Document your review.

Review the permanent file for:1.  

3.  

2.  
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Existence of contractor EDP
policies and procedures.

2.  

Organization charts depicting the
various functional elements within
the IT organization.

3.  

Contractor furnished
documentation that may provide
information relative to the
adequacy of general internal
controls.

4.  

Listings of current government
contracts.

5.  

Prior EDP audit results and Internal
Control Audit Planning Summaries
(ICAPS) including any corrective
actions taken.

6.  

Audit lead sheets.7.  

The analysis of the control
environment and the results of any
other audits, for internal control
weaknesses that may impact this
review.

8.  

e. Discuss the planned review of the EDP
System general internal controls with the
administrative contracting officer and, if
appropriate, other customers to identify,
understand, and document any concerns
they may have and to identify any areas
which may require substantive review.

4.  

f. In planning and performing the audit,
consider fraud indicators specific to the
type of audit being performed. Examples
of fraud risk indicators for the subject
audit area are contained in the following
sources:

Handbook on Fraud Indicators for
Contract Auditors, Section II.
(IGDH 7600.3, APO March 31 1993)

1.  

CAM C-3052.  

5.  

Throughout the course of the audit,
document any identified risk indicators and
your response/actions to the identified risks.
If no additional audit steps are required or
no risk indicators are identified, document
this in the audit program or working papers.

6.  

2. Entrance Conference and Preparation1.  
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a. Prepare a written memorandum to the
contractor requesting an entrance
conference covering the areas highlighted
in CAM 4-302 and any specific data or
pertinent information not yet provided.
More specifically, request information
related to the following EDP control
areas. Request the contractor's response
during, or preferably prior to, the entrance
conference.

(1) Independent Management Reviews.1.  

(2) Organizational Structure2.  

(3) Software Acquisition Development
and Modification.

3.  

(4) Computer Operations.4.  

(5) Security.5.  

(6) Contingency Plans/Disaster Recovery.6.  

1.  

b. Conduct an entrance conference as outlined
in CAM 4-302, with particular emphasis on:

(1) Requesting the contractor to provide
a demonstration of physical and
logical controls incorporated within
each of the functional areas that
comprise the IT organization and
applicable user groups.

1.  

(2) Any changes implemented in the EDP
System general internal control
environment which enhance its
effectiveness.

2.  

(3) The contractor's monitoring process
to ensure that established manual and
computerized controls are
functioning as intended.

3.  

(4) Any identified weaknesses which may
have been reported and related
follow-up actions taken.

4.  

2.  

3. Initial Risk Assessment

a. Analyze pertinent information extracted
from the permanent file and data provided
by the contractor at the entrance
conference to determine if any additional
clarification is required at this time.

1.  

b. Perform a high level cursory review to
determine if the following exist:

(1) A functional organization with
defined organizational

1.  

2.  

2.  
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responsibilities.

(2) A written description of the overall
work flow process in the IT
organization.

2.  

(3) Policies and procedures for
effectively controlling the EDP
operations.

3.  

c. Based on the contractor's assertions and
the information obtained from other
relevant sources, prepare a preliminary
audit risk assessment to identify those
control areas requiring further audit effort.

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Control Environment1.  

The control environment sets the tone of an
organization, influencing the control consciousness of
its people. It is the foundation for all other
components of internal control, providing discipline
and structure. The auditor should obtain a sufficient
understanding of the control environment to determine
the impact that it may have on the overall effectiveness
of EDP System general internal controls.

1. Obtain a copy of the most recently completed
ICPAS for the Control Environment and Overall
Accounting Controls. Review the rationale
behind any moderate or high risk assessment
ratings and determine the potential impact, if
any, on the effectiveness of the EDP general
internal controls.

1.  

2. If a review of the control environment has not
been recently performed, review all documented
prior audit experience with the contractor,
including permanent files, relevant audit reports
and workpapers, suspected irregular conduct
(SIC) referrals and discussions with prior
auditors. Obtain an understanding of the
following factors:

Integrity and ethical values.1.  

Commitment to competence.2.  

Board of directors and/or audit committee
participation.

3.  

Management's philosophy and operating
style.

4.  

2.  

2.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/024/0048Z024DOC.HTM (5 of 24) [11/19/1999 3:28:56 PM]



Organizational structure.5.  

Assignment of authority and responsibility.6.  

Human resource policies and procedures.7.  

3. Document the overall assessment of the
contractor control environment and the impact
that it will have on the review of EDP System
general internal controls.

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Contractor's Risk Assessment1.  

The auditor should develop a sufficient understanding
of the risk assessment process currently employed by
the contractor in terms of its identification, analysis,
and management of risks relevant to the IT
organization.

1. Meet with responsible personnel to obtain an
overview of the various risk factors considered
by management.

1.  

2. Once the various risk factors are identified,
obtain an understanding of how management
identifies the risks, estimates the significance of
risks, assesses the likelihood of their occurrence,
and relates them to contract reporting.

2.  

3. If applicable, obtain an overview of any plans,
programs, or actions management may initiate
to address specific risks. Keep in mind that,
depending on the nature of specific risks,
management may elect to accept a given risk
due to costs or other considerations.

3.  

4. Document your overall understanding of the
contractor's risk assessment practices.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Information and Communications1.  

Information and communication processes consist of
the methods and records established to record, process,
summarize, and report contract cost data. The auditor
should develop a sufficient understanding of the
contractor's information and communication processes
(relevant to contract cost data) to identify significant
classes of transactions and how they are initiated,
processed, controlled, and reported.

2.  
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1. Since the Accounting System is an integral
component of information and communication
processes, obtain a copy of the most recently
completed Internal Control Audit Planning
Summary (ICAPS) for the Control Environment
and Overall Accounting Controls. Review the
rationale behind any moderate or high risk
assessment ratings in any accounting application
area. Determine the potential impact, if any, on
the effectiveness of the contractor's EDP
System general internal controls. Document
your review.

1.  

2. Review relevant permanent files, prior audit
working papers, and any prior contractor
demonstrations of the functional areas that
makeup the Information Technology
organization. Document your review.

2.  

3. Review information in the permanent files related
to the contractor's status of Year 2000
compliance. Ascertain if the contractor has
modified or replaced any hardware or software in
its IT organization to achieve remediation of Y2K
problems. If modified or replaced, have the
contractor demonstrate the effects in step E.4.
below and consider the internal control risk
implications on other accounting and management
systems. If not modified or replaced, and the
audit is performed in the contractor's fiscal year
which contains the date 1 January 2000, have the
contractor demonstrate why the general EDP
system is not affected by Year 2000 computer
problems.

3.  

4. Determine if the contractor has made changes
within its IT organization since the last
demonstration. Review the changes. If no
prior systems demonstration was performed,
have the contractor provide one. Contractor
representatives providing the demonstration
should possess a detailed knowledge of the IT
organization and related internal controls. The
demonstration provides the auditor an
opportunity to query contractor personnel
regarding internal controls and how they are
monitored. The auditor should ensure that
the demonstration addresses the internal
control objectives in section G. of this audit
program.

4.  

5. Document your confirmed understanding of the5.  
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contractor's IT organization and obtain a
written confirmation from the contractor
indicating their agreement with this
understanding.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Monitoring1.  

Monitoring is a process that assesses the quality of
internal control performance over time. It involves
assessing the design and operation of controls on a
timely basis and taking necessary corrective actions.
The auditor should develop a sufficient understanding
of the contractor's ongoing monitoring activities and/
or separate evaluations related to general internal
controls within the IT organization and applicable
user groups.

1. Determine if ongoing monitoring procedures
are incorporated into the normal recurring
activities of the contractor's organization.
These procedures should include regular
management and supervisory activities.

1.  

2. Where applicable, determine the extent of
internal audit involvement in performing
monitoring functions through separate
evaluations.

2.  

3. Determine and document the extent of
monitoring activities being performed by external
parties.

3.  

4. Document your overall understanding of the
monitoring activity being performed at the
contractor's location and determine the impact
it will have on our review of the IT organization.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Control Objectives and Procedures1.  

The auditor should obtain an understanding of the
contractor's control activities over the functional
elements that makeup the IT organization. Control
activities are the policies and procedures that help to
ensure the organization's control objectives are met.
The IT organization's primary control objectives and
examples of control activities, as they relate to U.S.

2.  
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Government contracts, are provided in Attachment 1
(ICM-EDPG). The audit procedures in this section,
organized by control objective, are also included in the
attachment.

The auditor should review contractor internal and/or
external audits to determine if any control activities
have already been reviewed and if reliance can be
placed on such reviews (see CAM 4-1000).

3.  

In performing the following audit procedures to
understand the contractor's control activities, the
auditor should recognize that while obtaining an
understanding of the other components of internal
control (control environment, contractor risk
assessment, information and communications, and
monitoring), he/she is also likely to have obtained
some level of knowledge about control activities.
The auditor should utilize this knowledge in
determining the additional time needed to obtain a
sufficient understanding of the contractor's
control activities.

1. Independent Management Reviews1.  

Management should perform periodic
independent reviews (including internal and
external audits) of the EDP operations to ensure
that policies and procedures have been
implemented and are working effectively (refer
to CAM 5-407 for additional guidance).

a. Review the contractor's policies and
procedures, internal review schedules, etc.
to determine if they provide for the
periodic independent review of EDP
operations and follow-up on identified
deficiencies.

1.  

b. Review recent independent review
activity to determine if established review
schedules are being followed.

2.  

c. Selectively review working papers of
internal audits and other contractor or
external auditor related reviews to
determine the extent to which we can rely
on these reviews of EDP operations
(see CAM 4-1000).

3.  

d. Selectively review identified deficiencies,
if applicable, to determine if follow-up was
performed in accordance with established
policies and procedures.

4.  

2.  

2. Organization3.  

4.  
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Duties and responsibilities should be adequately
segregated so that no one person can perpetrate
and conceal material errors or misstatements
(refer to CAM 5-408 for additional guidance).

a. Review organization structure to determine
if the IT Department reports at a high
enough level to allow it to act
independently.

1.  

b. Review organization charts, position
descriptions, etc. to determine if they
provide for adequate segregation of
duties and responsibilities within the
information systems department.

2.  

c. Interview selected contractor employees
to determine whether duties and
responsibilities are performed as
established in organization charts,
position descriptions, etc.

3.  

4.  

3. Software, Acquisition, Development, and
Modification

5.  

System and application software should be
consistent with management objectives, operate
within specifications, tested prior to
implementation, and not susceptible to
unauthorized modification (refer to CAM 5-409
for additional guidance).

a. Review the contractor's software
acquisition, development, and modification
policies and procedures to determine if
they provide for a standard development
methodology including the following
controls:

Definition of Requirements.1.  

Participation of Appropriate
Personnel.

2.  

Software Documentation.3.  

Validation, Verification and Testing.4.  

Final Management Approval.5.  

1.  

b. If the risk assessment in paragraph B.3
indicates that further audit effort is
necessary, review at least one recent major
software acquisition, development, or
modernization project to determine if:

(1) Written requirements/specifications
were reviewed and approved by
applicable users and management.

1.  

2.  

6.  
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(2) Appropriate IT, user and
management personnel participated
throughout all phases of software
acquisition, development, and
modification.

2.  

(3) All software programs including
purchased software and
modifications to existing software
are documented.

3.  

(4) Validation, verification, and testing
was performed by management,
users, and IT personnel to determine
that software operates in conformity
with design specifications and meets
user requirements.

4.  

(5) Final written approval from
management, users, and IT
personnel was obtained prior to
implementation.

5.  

4. Computer Operations7.  

Computer operations should ensure the integrity
and reliability of all activities impacting the
physical operation of the computer. Such
activities include: system initiation, operator
interaction, help desk assistance, print
operations, etc. (refer to CAM 5-410 for
additional guidance).

a. Review the contractor's computer
operations policies and procedures to
determine if they provide for an
environment in which:

System descriptions are maintained.1.  

Critical processes are controlled.2.  

Audit trails are maintained (manual/
computerized logs).

3.  

Backup/recovery procedures are
maintained.

4.  

Communications are checked/
safeguarded.

5.  

1.  

b. Review a current major application system
(consider using the system selected in 3.b.
above), to determine:

(1) System descriptions including
technical points of contact,
responsible manager, and recovery
procedures are available.

1.  

2.  

8.  
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(2) Guidelines exist which cover critical
processes that change/modify
sensitive data residing in files,
databases, etc. Guidelines should
include authorized procedures,
personnel, and time frames.

2.  

(3) Manual and computerized logs (audit
trails) of application processing,
system accesses, and computer
performance are maintained.

3.  

(4) Scheduled hardware maintenance and
backup/recovery procedures are
defined.

4.  

(5) Communication checks/safeguards
over data transmitted via wide-area
networks (WANs), local area
networks (LANs), high-speed inter-
mainframe connections, workstation-
mainframe connectivity, satellite
links, etc. are established.

5.  

5. Security9.  

Access to computing resources should be limited
to those individuals with a documented and
authorized need for such access. Layers of
physical and logical security should be provided
to protect computing resources against
unauthorized use, modification, damage, or loss
(refer to CAM 5-411 for additional guidance).

10.  

Physical Security

a. Review the contractor's physical security
policies and procedures to determine if they
are adequate to provide for a physically
secure environment in which:

(1) Facility security is maintained.1.  

(2) User access is authorized and
controlled.

2.  

(3) Visitor access is controlled.3.  

(4) Terminated employees access is
revoked.

4.  

(5) Inventory and accountability records
are maintained.

5.  

(6) Sensitive data, software, and
documentation is identified and
protected.

6.  

(7) On-site and off-site storage is
maintained.

7.  

1.  

11.  
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(8) Environmental protection is
maintained.

8.  

b. Review the contractor's implementation of
physical security controls to determine if:

(1) Entrances to computer facilities are
secured (Keys, badges, cipher locks,
etc.).

1.  

(2) Authorization of individuals with
access to computer resources is
controlled and documented.

2.  

(3) Visitors are escorted within the
computer facility.

3.  

(4) Access for employees who quit or
are terminated are revoked in a
timely manner.

4.  

(5) Inventory and accountability records
are maintained for data files and
tapes.

5.  

(6) Sensitive data files, programs and
documentation have been identified.

6.  

(7) On-site and off-site storage facilities
exist.

7.  

(8) Environment is protected against fire,
excess humidity, temperature
variations, and other environmental
hazards.

8.  

2.  

Logical Security

a. Review the contractor's logical security
policies and procedures for all operating
environments (e.g., batch, interactive, and
database) to determine if they are adequate
to provide for a logically secure
environment in which:

(1) User access levels are controlled.1.  

(2) Security software is used.2.  

(3) Security software levels are properly
implemented.

3.  

(4) Logical access restrictions are
controlled by passwords and
computerized rules.

4.  

(5) Logical access is recorded and
monitored.

5.  

1.  

b. Review the contractor's implementation
of logical security controls for all operating
environments to determine if:

2.  

12.  
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(1) User access levels are identified and
documented.

1.  

(2) Security software is used to control
access to computer resources.

(a) Determine the type of
information security software
installed on major computer
systems.

1.  

(b) Gain a general understanding
of the software package(s).

2.  

2.  

(3) Security software access levels have
been properly implemented based on
demonstrated need.

(a) Determine who the contractor
has given special system
privileges to, such as those
that:

are used to define user
and group access
authorities

1.  

permit full system access2.  

are used to monitor
system access and access
violations

3.  

1.  

(b) Determine that the information
security software covers all
major application areas.

2.  

(c) Obtain a listing of all user/
group security authorities for
an audit selected critical
application.

3.  

(d) Trace a sample of the user/
group authorities for the audit
selected critical application to
specific persons/groups and
determine if the authority is
reasonable and justifiable.

4.  

(e) Ensure that the systems and
application programmers do
not have access to production
programs and data.

5.  

3.  

(4) User IDs, passwords, and
computerized rules are established
and controlled. Determine if:

(a) IT personnel, when terminated
or separated for any reason, are

1.  

4.  
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promptly removed from the IT
organization spaces in order to
safeguard the computer
facilities and data files.

(b) Passwords or other control
devices used to access
computing resources are
changed immediately upon
the termination or transfer of
the individual employee to
whom they are related.

2.  

(c) Passwords issued by the IT
organization are at least 8
characters in length, cannot be
easily guessed, and do not
contain repeating characters.

3.  

(d) Passwords are changed
periodically and cannot be
reused by the same individual.

4.  

(e) Passwords are not displayed
during the logon process, are
not printed on output, and are
stored by data processing
operations in an encrypted file.

5.  

(f) Users are logged-off
automatically if they have not
been active for a specific
length of time.

6.  

(5) Computer access is recorded and
monitored.

(a) Determine whether or not the
contractor makes use of logs
to detect unauthorized
accesses to production data.
Verify that they review these
logs within reasonable
timeframes and follow-up on
unauthorized access attempts.

1.  

(b) Interview personnel
responsible for information
security to determine
procedures for monitoring
and following up on improper
access attempts.

2.  

(c) Select a sample of improper
access attempt reports and
follow up on the actions taken

3.  

5.  
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by the information security
function for reported violations.

(6) Training is conducted on
security procedures and
awareness.

4.  

(7) Violation and security activity
reports are reviewed regularly
to identify and resolve incidents
involving unauthorized activity.

5.  

6. Contingency Plans13.  

Contingency plans should be established to
provide for continuance of information
processing following a major hardware or
software failure (refer to CAM 5-412 for
additional guidance).

a. Review the contractor's policies and
procedures to determine if they are
adequate to provide for processing of
critical application systems in the event
of a major hardware or software failure.
Contingency plans should require:

(1) Identification of critical applications
and data files.

1.  

(2) Provisions for a backup computer
system.

2.  

(3) Off-site storage of contingency
plans.

3.  

(4) Tests of contingency plans.4.  

1.  

b. Review contingency plan and test
documentation to determine if established
policies and procedures were followed
with emphasis in the following areas:

(1) Critical and sensitive applications and
data files were identified.

1.  

(2) A backup computer site was
identified with sufficient systems
hardware and software available to
commence alternative computer
center operations in a timely manner.

2.  

(3) Copies of the contingency plan,
software documentation, and critical
user data are pre-positioned off-site.

3.  

(4) Any deficiencies identified during
testing were documented and
resolved.

4.  

2.  

c. Determine the extent of compliance with3.  

14.  
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the Contractor Records Retention
requirements as defined in FAR Part 4,
Subpart 4.7.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

H. Assessment of Control Risk
1. Considering all five components of internal
control, assess control risk for each of the
relevant control objectives identified in section
G. For each of the objectives, summarize the
characteristics which support the assessed level
of control risk and specifically identify any
internal control weaknesses or system
deficiencies.

1.  

2. Determine if the system is adequate to
reasonably assure proper pricing, administration,
and settlement of Government contracts in
accordance with applicable laws and regulations.

2.  

3. Based on the assessments above, determine the
impact on the scope of other audits.

3.  

4. Update the Internal Control Audit Planning
Summary (see CAM 3-305)

4.  

5. Coordinate the results of audit with the
supervisor. The supervisor and the FAO
manager should review and initial the ICAPS
before the exit conference is performed. If it
is determined that additional audit steps are
needed, any additional planned audit effort
should be accomplished as part of this review
or immediately thereafter. Any delays in
completion of this audit effort should be
documented and approved by management.

5.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

I. Summary Audit Steps
1. Prepare a draft audit report in accordance with
CAM 10-400.

1.  

2. Conduct an exit conference with the contractor
in accordance with CAM 4-304.

2.  

3. Finalize the audit report incorporating the
contractor's response and audit rejoinder.

3.  

4. If the contractor has EVMS covered contracts,4.  

1.  
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provide comments in the audit report on
whether any findings are likely to impact the
contractor's EVMS (10-407.c). Discuss
findings and recommendations relating to the
EVMS with the Contract Administration Office
EVMS Monitor prior to issuance of the report.
Immediately evaluate the impact of these findings
on specific EVMS covered contracts and provide
the details in flash EVMS surveillance reports
(11-209.2.e).

5. Update the permanent file in accordance with
CAM 4-405.1.b (MAAR #3).

5.  

Total Hours6.  

Attachment 1 -- ICM-EDPG

Internal Control Matrix -- Audit Program for EDP General Controls

Version 3.0
1 July 1999

Review and Evaluation of
EDP General Controls

Control Objectives Control Activities Audit Procedures

1. Independent Management Reviews
Management should perform periodic
independent reviews (including internal
and external audits) of EDP operations to
ensure that policies and procedures have
been implemented and are working
effectively (refer to CAM-5-407 for
additional guidance).

Management establishes a schedule for
periodic independent reviews of the EDP
operations. Management establishes
formal follow-up procedures to ensure
that identified deficiencies are addressed
in a timely manner.

a. Review the contractor's policies and
procedures, internal review schedules, etc. to
determine if they provide periodic
independent reviews of the EDP operations
and follow up on identified deficiencies.

   
b. Review recent independent review activity
to determine if established review schedules
are being followed.

   

c. Selectively review working papers of
internal audits and other contractor or
external auditor related reviews to determine
the extent to which we can rely on these
reviews of EDP operations (see CAM
4-1000).

   

d. Selectively review identified deficiencies,
if applicable, to determine if follow-up was
performed in accordance with established
policies and procedures.

2. Organization
Duties and responsibilities should be
adequately segregated so that no one
person can perpetrate and conceal material
errors or misstatements (refer to CAM
5-408 for additional guidance).

Management assures that duties and
responsibilities are segregated within the
information systems department to avoid
perpetration and concealment of errors.

a. Review organization structure to determine
if information technology (IT) department
reports at a high enough level to allow it to
act independently.
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b. Review organization charts, position
descriptions, etc. to determine if they provide
for adequate segregation of duties and
responsibilities within the information
systems department.

   

c. Interview selected contractor employees to
determine whether duties and responsibilities
are performed as established in organization
charts, position descriptions, etc.

3. Software Acquisition, Development,
And Modification
System and application software should
be consistent with management
objectives, operate within specifications,
tested prior to implementation, and not
susceptible to unauthorized modification.
(refer to CAM 5-409 for additional
guidance).

Management establishes and maintains a
standard development methodology
which contains the following control
elements:
• Written requirements/specifications
reviewed and approved by application
users and management.
• Participation of appropriate user, and
management personnel throughout all
phases of software acquisition,
development, and modification.
• Documentation for all software
programs including purchased software
and modifications to existing software.
• Validation, verification, and testing by
management, and Information System
personnel to determine that software
operates in conformity with design
specifications and meets user
requirements.
• Final written approval from
management, users, and information
systems personnel prior to
implementation.

a. Review the contractor's software
acquisition, development, and modification
policies and procedures to determine if they
provide for a standard development
methodology including the following
controls:
• Definition of Requirements
• Participation of Appropriate Personnel
• Software Documentation
• Validation, Verification, and Testing
• Final Management Approval

   

b. If the preliminary risk assessment indicates
that further audit effort is necessary, review at
least one recent major software acquisition,
development, or modernization project to
determine if:
(1) Written requirements/specifications were
reviewed and approved by applicable users
and management.
(2) Appropriate IT user and management
personnel participated throughout all phases
of the software acquisition, development, or
modification.
(3) All software programs including
purchased software and modifications to
existing software are documented.
(4) Validation, verification, and testing was
performed by management, users, and IT
personnel to determine that the software
operates in conformity with design
specifications and meets user requirements.
(5) Final written approval from management,
users, and IT personnel was obtained prior to
implementation.
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4. Computer Operations
Computer operations should ensure the
integrity and reliability of all activities
impacting the physical operation of the
computer. Such activities include: system
initiation, operator interaction, help desk
assistance, print operations, etc. (refer to
CAM 5-410 for additional guidance).

Management establishes and maintains
an operations environment which
contains the following control elements:
• System descriptions including
technical points of contact, responsible
manager, and recovery procedures.
• Guidelines covering critical processes.
Emphasis on processes that
change/modify sensitive data residing in
files, databases, etc. Guidelines to
include authorized procedures, persons,
and time frames.
• Manual and automated logs (audit
trails) of application processing, system
accesses, and computer performance.
• Scheduled hardware maintenance and
backup/recovery procedures.
• Communication checks/safeguards
over data transmitted via wide area
networks (WANs), local area networks
(LANs), high-speed inter-mainframe
connections, workstation-mainframe
connectivity, satellite links, etc.

a. Review the contractor's computer operation
policies and procedures to determine if they
provide for an environment in which:
(1) System descriptions are maintained.
(2) Critical processes are controlled.
(3) Audit trails are maintained
(manual/automated logs)
(4) Backup/recovery procedures are
maintained.
(5) Communications are
checked/safeguarded.

   

b. Review a current major application system
(consider using the system selected in 3.b
above) to determine:
(1) System descriptions including technical
points of contact, responsible manager, and
recovery procedures are available.
(2) Guidelines exist which cover critical
processes that change/modify sensitive data
residing in files, databases, etc. Guidelines
should include authorized procedures,
persons, and time frames.
(3) Manual and automated logs (audit trails)
of application processing, system accesses,
and computer performance are maintained.
(4) Scheduled hardware maintenance and
backup/recovery procedures are defined.
(5) Communication checks/safeguards over
data transmitted via wide area networks
(WANs), local area networks (LANs),
high-speed inter-mainframe connections,
workstation-mainframe connectivity, satellite
links, etc. are established.
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5. Security
Access to computing resources should be
limited to those individuals with a
documented and authorized need for such
access. Layers of physical, logical, and
environmental security should be
provided to protect the department's
computing resources against unauthorized
use, modification, damage, or loss (refer
to CAM 5-411 for additional guidance).

Physical Security
Measures should be taken to ensure that
physical controls have been
implemented to protect the computer
facility (room or installation), central
processor/peripheral/telecommunications
hardware, files, or programs from
unauthorized use, modification, damage,
or loss. Physical controls should include
the following:
• Entrances to computer facilities are
secured (keys, badges, cipher locks, etc.)
• Authorization of individuals with
access to computer resources is
controlled and documented.
• Visitors are escorted within the
computer facility.
• Access for employees who quit or are
terminated are revoked in a timely
manner.
• Inventory and accountability records
are maintained for data files and tapes.
• Sensitive data files, programs, and
documentation have been identified.
• On-site and off-site storage facilities
exist.
• Environment is protected against fire,
excess humidity, temperature variation,
and other environmental hazards.

a. Review the contractor's physical security
policies and procedures to determine if they
are adequate to provide for a physically
secure environment in which:
(1) Facility security is maintained.
(2) User access is authorized and controlled.
(3) Visitor access is controlled.
(4) Terminated employee's access is revoked.
(5) Inventory and accountability records are
maintained.
(6) Sensitive data, software, and
documentation is identified and protected.
(7) On-site and off-site storage is maintained.
(8) Environmental protection is maintained.

   

b. Review the contractor's implementation of
physical security controls to determine if:
(1) Entrances to computer facilities are
secured (keys, badges, cipher locks, etc.).
(2) Authorization of individuals with access
to computer resources is controlled and
documented.
(3) Visitors to the computer facility are
escorted.
(4) Access for employees who quit or are
terminated is revoked in a timely manner.
(5) Inventory and accountability records are
maintained for data files and tapes.
(6) Sensitive data files, programs, and
documentation have been identified.
(7) On-site and off-site storage facilities exist.
(8) Environment is protected against fire,
excess humidity, temperature variation, and
other environmental hazards.
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5. Security, cont'd.

Logical Security
Logical access to software and data files
should be limited through the use of
security software such as ACF2, RACF,
TOP SECRET, etc. which define
authorized users and level of access.
Logical controls should include the
following:
• User access levels are identified and
documented.
• Security software is used to control
access to computer resources.
• Security software access levels have
been properly implemented.
• User IDs and passwords are
established and controlled.
• Computer access is recorded and
monitored.

a. Review the contractor's logical security
policies and procedures for all operating
environments (e.g., batch, interactive, and
database) to determine if they are adequate to
provide for a logically secure environment in
which:
(1)User access levels are controlled.
(2)Security software is used.
(3)Security software levels are properly
implemented.
(4)Logical access restrictions are controlled
by passwords and automated rules.
(5)Logical access is recorded and monitored.

5. Security, cont'd.  

b. Review the contractor's implementation of
logical security controls for all operating
environments to determine if:
(1) User access levels are identified and
documented.
(2) Security software is used to control access
to computer resources.
(a) Determine the type of information security
software installed on major computer
systems.
(b) Gain a general understanding of the
software package(s).
(3) Security software access levels have been
properly implemented based on demonstrated
need.
(a) Determine who the contractor has given
special system privileges to, such as those
that:
are used to define user and group access
authorities
permit full system access
are used to monitor system access and access
violations
(b) Determine that the information security
software covers all major application areas,
especially those which generate reports on
which DCAA relies.
(c) Obtain a listing of all user/group security
authorities for an audit selected critical
application.
(d) Trace a sample of the user/group
authorities for the audit selected critical
application to specific persons/groups and
determine if the authority is reasonable and
justifiable.
(e) Ensure that the systems and application
programmers do not have access to
production programs and data.
(4) User IDs, passwords and automated rules
are established and controlled. Determine if:
(a) IT personnel, when terminated or
separated for any reason, are promptly
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removed from the IT organization spaces in
order to safeguard the computer facilities and
data files.
(b) Passwords or other control devices used to
gain access to computing resources are
changed immediately upon the termination or
transfer of the individual employee to whom
they are related.
(c) The passwords issued by the IT
organization are at least e characters in
length, cannot be easily guessed, and do not
contain repeating characters.
(d) Passwords are changed periodically and
cannot be reused by the same individual.
(e) Passwords are not displayed during the
logon process, are not printed on output, and
are stored by data processing operations in an
encrypted file.
(f) Users are logged-off automatically if they
have not been active for a specific length of
time.
(5) Computer access is recorded/monitored.
(a) Determine whether the contractor makes
use of logs to detect unauthorized accesses to
production data. Verify that they review these
logs within reasonable timeframes and
follow-up on unauthorized access attempts.
(b) Interview personnel responsible for
information security to determine procedures
for monitoring and following up on improper
access attempts.
(c) Select a sample of improper access
attempt reports and follow up on the actions
taken by the information security function for
reported violations.
(6) Training is conducted on security
procedures and awareness.
(7) Violation and security activity reports are
reviewed regularly to identify and resolve
incidents involving unauthorized activity.

6. Contingency Plans
Contingency plans should be established
to provide for continuance of information
processing following a major hardware or
software failure.

Management establishes and maintains a
contingency plan for processing critical
application systems in the event of a
major hardware or software failure.
Contingency plans should include the
following controls:
• Critical or sensitive application
software and data files are identified.
• Provisions for backup site and
computer hardware and software have
been made.
• Copies of the contingency plan are
stored offsite.
• Tests of the contingency plan are
required and performed.

a. Review the contractor's policies and
procedures to determine if they are adequate
to provide for the processing of critical
application systems in the event of a major
hardware or software failure. Contingency
plans should require:
• Identification of critical applications and
data files.
• Provisions for backup computer system.
• Off-site storage of contingency plans.
• Tests of contingency plans.
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b. Review contingency plans and test
documentation to determine if established
policies and procedures are followed with
emphasis in the following areas:
• Critical or sensitive applications and data
files are identified.
• A backup computer site was identified with
sufficient systems hardware and software
available to commence alternative computer
center operations in a timely manner.
• Copies of the contingency plan, software
documentation, and critical user data are
pre-positioned off-site.
• Any deficiencies identified during testing
were documented and resolved.

   

c. Determine the extent of compliance with
the Contractor Records Retention
requirements as defined in FAR - Part 4,
Subpart 4.7.

Next Section

Open this portion of the document in Word (62 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/024/0048Z024DOC.HTM (24 of 24) [11/19/1999 3:28:57 PM]

http://web.deskbook.osd.mil/data/0048Z024DOC.DOC
http://web.deskbook.osd.mil/data/0048Z024DOC.DOC


Open this portion of the document in Word (54 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APENSION

Audit Program for Pension Audits

Version 2.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Pension Audits

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: This program must be tailored to the requirements of each audit, based on the type of pension plan
involved, the actuarial cost method used by the contractor for defined benefit plans, audit risk assessment,
prior audit coverage, etc. Those steps not required should be marked "not applicable" (N/A). Portions of the
audit which are covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control
audits) should be referenced at the appropriate place in this program. In almost all cases, DCAA auditors will
review pension costs as part of a Contractor Insurance and Pension Review (CIPR). Accordingly, the ultimate
audit program should reflect a mutual understanding between the CIPR team captain, the auditor, and the
supervisor as to the scope required to meet auditing standards, and DLA and DCAA objectives for the pension
audit assignment.

A. Purpose and Scope1.  

The purpose of the audit is to determine whether a contractor's pension costs claimed on Government
contracts meet the measurement and allocability requirements of Cost Accounting Standards 412 and 413,
and are allocable, reasonable, and allowable per the applicable provisions of FAR Subpart 31.2. DCAA has
a joint responsibility with DLA for the audit of pension cost; thus, the audit scope should be established
accordingly. When pension costs are viewed as part of a total compensation review, additional
reasonableness considerations may arise which are not addressed by this program. Auditors should review
the latest guidance on compensation before rendering an opinion in this area.

2.  

The program audit steps cover all aspects of pension accounting under various actuarial cost methods used
to fund and cost employer pension plans. Full implementation of the audit steps requires (1) knowledge of
the basic concepts of pension accounting, (2) familiarity with actuarial terminology, (3) understanding of

3.  
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CAS 412, 413, and FAR 31.205-6(j) requirements, and (4) knowledge of pension accounting principles in
FASB Statement Nos. 87 and 88 and related Interpretations. Auditors should have a full understanding of
the contractor's pension plan provisions and methods used for funding and paying pension benefits.

Actuarial consultant services, when required for technical assistance and advice, should be obtained
through coordination with the CIPR team captain. The FAO should prepare a detailed written program of
expected coverage when outside technical services are acquired.

4.  

This program is not all inclusive. Supplement the program as necessary to cover additional pension areas
unique to individual contractors.

5.  

B. References
1. FAR 31.205-6(j) -- Pension Costs1.  

2. FAR 52.216-7 -- Allowable Cost and Payment Clause2.  

3. FAR 52.232-16 -- Progress Payments3.  

4. CAS 412 -- Composition and Measurement of Pension Cost4.  

5. CAS 413 -- Adjustment and Allocation of Pension Cost5.  

6. DCAAM 7640.16.  

a. 7-600, Section 6 -- Pension Costs
b. Topical Index References -- Pension

7.  

7. DCAAP 7641.79 -- Guidelines for Audit of Pension Costs8.  

8. FASB Statement No. 35 -- Accounting and Reporting by Defined Benefit Pension Plans9.  

9. FASB Statement No. 87 -- Employers' Accounting for Pensions10.  

10. FASB Statement No. 88 -- Employers' Accounting for Settlements and Curtailments of Defined
Benefit Pension Plans and for Termination Benefits

11.  

11. Internal Revenue Code Section 412 -- Regulation 1.412(c)(2)-1 -- Valuation of Plan Assets;
Reasonable Actuarial Valuation Methods

12.  

12. Employee Retirement Income Security Act of 1974 (ERISA)13.  

13. Internal Revenue Code of 1954, Section 404, Deduction for Contribution of an Employer to an
Employees' Trust or Annuity Plan and Compensation under a Deferred Payment Plan

14.  

14. Current periodicals and publications (e.g., Wyatt Company surveys)15.  

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Steps
1. Review information in the permanent pension
file, or obtain, the following:

a. Provisions of the pension plan(s) and
early retirement plans.

1.  

b. Audit reports on contractor's pension
costs.

2.  

c. Contractor's CAS Disclosure Statement(s).
[Note: During the performance of the
Detailed Audit Steps, auditors should
determine that actual practices are

3.  

1.  

1.  
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consistent with disclosed practices.]

d. Actuarial reports.4.  

e. DoL/IRS Form 5500.5.  

f. Funding agency agreement.6.  

g. Pension Trust's annual report.7.  

h. Written summary of contractor's pension
accounting and funding practices and
statistics of pension costs allocated to
Government contracts.

8.  

i. Contractor's internal and independent
auditors' reports on pension plan
activities.

9.  

j. Headquarters and regional guidance
memorandums.

10.  

k. Schedule M of contractor's Federal
tax return.

11.  

l. Contract clauses and advance agreements
on pension cost (when applicable).

12.  

m. Information in memorandums of
negotiation covering pension costs.

13.  

(Note: This information should be updated in
the permanent file during or at the
conclusion of the audit)

2. Review the Internal Control Audit Planning
Summary (or the ICQ for FYs 1994 and prior)
for related contractor systems to identify
previously noted deficiencies which could
impact the scope of the current audit.

1.  

3. Discuss the audit with the regional pension
monitor and gather information pertinent to
the audit.

2.  

4. Coordinate the scope of audit with the CIPR
team captain.

3.  

5. Attend the entrance conference with the
contractor:

4.  

6. Discuss pension plan activity since last audit.5.  

7. Obtain updated documentation for audit
permanent file.

6.  

8. Determine scope of audit by selecting the
audit steps below as needed and adding audit
steps as required.

7.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Steps
1. Defined Contribution Plans1.  

This section applies only to (1) pension plans
meeting the definition of a defined contribution
plan (CAS 412.30(a)(7)), (2) pension plans
funded exclusively by the purchase of individual
or group insurance or annuity contracts
(CAS 412.50(a)(8)), and (3) multi-employer
plans established in accordance with collective
bargaining agreements (CAS 412.50(a)(10)).

a. Contributions are usually determined
based on a union contract/pension plan
formula such as a percentage of
employee's gross salary/wage, etc.
Verify that contributions are properly
computed and allocated correctly to
the applicable segment's overhead pools.

1.  

b. Ascertain that applicable forfeitures,
dividends or refunds are properly
credited to the cost of contributions
(CAS 412.40(a)(2)).

2.  

c. Contributions are reimbursable during the
accounting year if the contractor makes
the contributions on a quarterly basis
(FAR 52.216-7). Amounts billed should
be verified to canceled checks to determine
compliance with quarterly funding
requirements.

3.  

d. FAR 31.205-6(j)(8) includes specific
requirements covering the allowability
of Employee Stock Ownership Plans
(ESOPs). ESOPs of closely held
corporations usually have higher allowable
cost risk assessments because the
company stock acquired by the ESOP may
not be traded on the open market and the
majority owners may have influence on
the fiduciary activities of the ESOP trustee.

(1) Verify that the rate of contribution
meets the allowability criteria in
FAR 31.205-6(j)(8)(i).

1.  

(2) Ascertain that the stock purchases
by the Employee Stock Ownership

2.  

4.  

2.  

1.  
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Trust (ESOT) were made at
reasonable prices
(FAR 15.205-6(J)(8)(i)(E)).

(3) Where no competitive market
prices are available, verify that the
prices paid are comparable on a
price earnings ratio basis to the
prices of comparable companies'
stocks that are traded on the
open markets.

3.  

(4) Verify that the Trustee received an
independent financial appraisal of
purchased company stock. Review
the methods and verify the accuracy
of the accounting data used by the
appraiser.

4.  

(5) Verify that the contributions of "tax
credit" ESOPs
(FAR 15.205-6(j)(8)(E)(ii)) are not
claimed on Government contracts.
As a minimum, Schedule M of the
contractor's Federal tax return
should be used for this verification.

5.  

2. Defined Benefit Plans3.  

Contractors are permitted to measure the costs
for defined benefit plans by using the accrued
benefit or a projected benefit actuarial cost
method (CAS 412.30(a)(1) and CAS 412.50(b)(1)
and (2)). Auditor familiarity with the following
cost measurement methods will be necessary:

4.  

Accrued Benefit Cost Method5.  

Unit Credit Cost Method6.  

Projected Cost Methods7.  

Projected Unit Credit Cost Method
Entry Age Normal

8.  

a. General

(1) Reconcile the pension cost recorded
on the contractor's books of account
to the contractor's actuarial reports.

1.  

(2) Actuarial reports usually contain
detail comments on the basis for the
actuary's calculations. The auditor
should read the information in the
actuarial reports and make
comparisons to prior year actuary
comments/data to understand the

2.  

9.  
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actuary's concepts and philosophies
and determine if there are any
changes from prior years.

(3) Break-out and summarize the
elements that make up total
pension cost (contributions) from
the data available in the actuarial
report, as follows:

(i) Normal cost1.  

(ii) Prior service cost2.  

(iii) Interest on unfunded
actuarial liability

3.  

(iv) Actuarial gains and losses4.  

(v) Special adjustments5.  

(vi) Other6.  

3.  

(4) Reconcile each element to
supporting actuarial report schedules,
analyze the data and develop an
understanding of the underlying
actuarial computation and methods.

4.  

(5) Review pension plan changes and
determine if they are discriminatory
to the Government or are not
intended to be applied consistently
for all employees under similar
circumstances in the future
(FAR 31.205-6(j)(2)(ii)).

5.  

(6) Review pension costs recorded for
financial purposes and amounts
used for Federal income tax
computations (Schedule M of
contractor's Federal tax return).
Determine whether the adjustments
for tax purposes have any effect on
the amount of pension cost
computed under the principles of
CAS 412 and 413.

6.  

(7) Determine whether the current
year's pension cost represents
any costs previously disallowed
(CAS 412.50(a)(2)).

7.  

b. Normal Cost

(1) Actuaries use a contractor's
employee personnel data (such as
age, salary, etc.), when developing
pension costs. Review the data for

1.  

1.  
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accuracy, completeness, and
relevance.

(2) Verify that the calculation of normal
cost under a projected benefit cost
method is based on a percentage of
payroll for plans where the pension
benefit is a function of salaries and
wages, and on employee services for
all other plans (CAS 412.50(b)(3)).

2.  

(3) Verify that the cost is assigned to the
accounting period for which it was
computed.

3.  

c. Actuarial Gains and Losses2.  

The audit steps in this section apply to
actuarial cost methods that use the
immediate-gain actuarial cost method as
defined in CAS 413.30(6).

(1) Verify that actuarial gains and
losses (operating) are computed
annually (CAS 413.40(a)).

1.  

(2) Determine that actuarial gains and
losses include pension fund earnings
from all sources (CAS 413.30(a)(1)
and (3)).

2.  

(3) Prepare a schedule of annual actuarial
gains and losses for each assumption
for the last two years and ascertain the
reasons for significant variances. The
information should be used when
performing the steps in "d." below.

3.  

3.  

d. Actuarial Assumptions4.  

Each actuarial assumption should be
separately identified and should represent
the contractor's best estimate of
anticipated experience of the plan, taking
into account the plan's past experience,
funding practices, and reasonable
expectations (CAS 412.40(b)(2)).
Assumptions need only be reasonable in
the aggregate. The types of assumptions
include:

5.  

Future earnings of the Trust's assets
Employee terminations
Mortality rates
Retirement ages
Disability
Projected labor rates

6.  
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CAS 412.50(b)(7) requires contractors to
evaluate the validity of assumptions in the
aggregate and provide documented
information for revised assumptions or for
retaining previous assumptions. This
information should be provided for audit
review and analysis. Actuarial
assumptions should reflect long-term
trends so as to avoid distortions caused
by short-term fluctuations
(CAS 412.50(b)(5)).

7.  

(1) Actuarial Interest Rate.

Interest rate assumptions, as
actuarially applied, represent the
estimated future earnings of the
pension Trust assets and when
added to the contractor's
contributions, are to yield
sufficient money to pay future
employee benefits. Trust
earnings are predicated on many
variable factors such as future
inflationary and economic
conditions, stock and debt security
markets, investment performance
of the Trust, etc. Accordingly,
interest assumption rates are
estimates of future earnings subject
to audit assessment for
reasonableness. Assistance from
outside technical experts (actuaries
and financial consultants) may be
required.

(i) Develop or obtain the Trust's
rate of earnings each year for
the last 5 years. If contractor
furnished, verify that the rate
is computed as a percent of
total asset market value and
includes all Trust income from
all sources including realized
and unrealized appreciation of
assets.

1.  

(ii) Analyze major variations of
annual percentage earnings
for cause and effect. Review
Trust's portfolio of assets
for recent years and determine

2.  

1.  

8.  
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any changes in the investment
management/philosophy of the
Trustee.

(iii) Review the contractor's
Annual Report to Stockholders
for pension data such as the
actuarial cost method used to
compute the reported pension
liabilities, the interest
assumption rate used in the
calculation, etc. The actuarial
cost method and the interest
assumption rate used for
financial reporting purposes
does not have to be the same
rate used by the contractor for
determining pension funding
requirements. Since pension
reporting and funding are
different aspects of the pension
function, it is not necessary
that they be uniformly used by
the contractor.

3.  

(iv) The auditor should perform
this step for the purpose of
gathering information/
knowledge on how the
contractor reports its pension
funding status so that audit
leads may be developed for
the audit of pension cost.

4.  

(v) Determine and compare the
contractor's interest
assumption rates used to
compute pension cost of
commercial and Government
segments. Reasons for any
differences should be explored
and information used in the
evaluation of the interest rate
for Government segments.

5.  

(vi) Obtain contractor's projections
of Trust fund earnings for
future years.

6.  

(vii) Compare the contractor's
interest rate to rates used by
other companies.

7.  

Of all pension assumption factors,2.  
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the interest rate assumption usually
has the most significant impact on
pension cost computations.
Accordingly, if this rate is
unreasonable it is likely that
assumptions in the aggregate are
unreasonable.

(2) Employee Terminations

(i) Determine and assess the
reasonableness of the factors
included in the computation
for terminations relating to
non-vested employees.

1.  

(ii) Compare the factors to the
contractor's experience. If
special factors for unusual
terminations are included,
determine whether the cost
is properly allocated to
segments.

2.  

9.  

(3) Mortality Rates

Usually certain mortality rate tables
are used to develop these
assumptions. Verify consistent
application or assess reasons for
changes.

1.  

(4) Retirement Ages2.  

Verify that the factors for
retirement ages reasonably
represent the contractor's
experience.

3.  

(5) Disability4.  

Review disability assumptions
to determine reasonableness,
consistent application and reasons
for any changes.

5.  

(6) Projected Labor Rates6.  

This step applies only to certain
projected benefit cost methods.

(i) Verify that projected rates
consider union wage
agreements extending over
future years.

1.  

(ii) Ascertain that the factors for
labor rate increases compare
reasonably with labor rate

2.  

7.  

10.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/025/0048Z025DOC.HTM (10 of 25) [11/19/1999 3:29:10 PM]



increases included in
contractor price proposals for
long-term work.

e. Actuarial Value of Assets11.  

Contractors are permitted to use any
recognized asset valuation method which
provides recognition of appreciation and
depreciation of pension fund assets
(CAS 413.50(b)(2)). The value of assets
computed under these methods, in most
cases, will not be the same as the actual
market value of the pension fund assets.

(1) Internal Revenue Code Section 412,
paragraph 1.412.(c)(2)-1 gives
examples of acceptable and
unacceptable methods of valuing
equity securities. Compare
contractor's asset valuation method
to these examples and determine
compliance with CAS 413.50(b)(2).

1.  

(2) Review and assess the contractor's
method of valuing assets such as
land, debt securities, and assets held
by others for the pension Trust
(insurance contracts, mutual asset
fund, second Trust, etc.). Verify that
the contractor values these assets
properly. Compare the valuation
method to the illustration in
CAS 413.60(b).

2.  

(3) Verify that the contractor's actuarial
value of assets falls within the 80/120
corridor of the market value of
pension assets (CAS 413.50(b)(2)).

3.  

(4) Example: the market value of assets
is $100M. The corridor is 80/120
times $100m or, $80M to $120M.
Actuarial value of assets will be
adjusted upward for the amount
below $80M (actuarial gain) and
adjusted downward for the amount
above $120M (actuarial loss).

4.  

(5) Verify that asset value adjustments
resulting from the valuation of
assets (immediate-gain actuarial cost
method) are included in the amounts
of actuarial gains and losses

5.  

12.  
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(CAS 413.50(a)(2)
CAS 413.30(a)(1) and (2)).

(6) Verify that the valuation method is
consistently applied
(CAS 413.50(b)(3)).

6.  

f. Funding the Pension Trust

(1) Verify, to canceled checks, that the
amount of pension cost claimed
during the accounting year on
Government contracts was actually
paid to the pension Trust on a
quarterly basis as required by the
contract Allowable Cost and
Payment clause (quarterly
contributions in the amount of
the pension cost claimed on
Government contracts complies
with this clause).

1.  

(2) In conjunction with (1) above,
verify that the payments to the Trust
during the current accounting period
are actually for contributions
computed for the current pension
year.

2.  

(3) Verify that, except for unfunded
pension plans as defined in
FAR 31.001, pension contributions
were made by the time set for filing
the contractor's Federal income tax
return (FAR 31.205-6(j)(3)(i)).

3.  

(4) When the current year's pension
costs include prior years' cost due
to a funding waiver obtained from
the IRS under the provisions of the
ERISA of 1974, determine that the
contributions are limited to the
amounts that would have been
allowed had the funding occurred in
the year the cost would have been
assigned except for the waiver
(FAR 31.205-6(j)(3)(i).

4.  

(5) Where business acquisitions are
involved, ascertain whether or not
the unfunded liability carried
forward vests with the acquirer. If
the liability does not vest with the
acquirer, verify that future pension

5.  

13.  
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costs do not include any amounts
for unfunded liabilities existing at
the time of acquisition.

g. Overfunding of Pension Trust14.  

Pension plans may be considered
overfunded when the actuarial value of
assets exceeds the plan's actuarial liability.
The immediate-gain actuarial cost method
accounts annually for each actuarial gain
or loss and spreads the effect over current
and future accounting periods. Reasons/
causes for this condition should be
determined and used in evaluating the
assumption rates in Section 2.d above.

15.  

h. Amortization Periods

(1) Verify that actuarial gains and losses
from plan operations are amortized
over 15 years (CAS 413.50(a)(2)).

1.  

(2) Ascertain that amounts resulting from
a change in actuarial assumptions are
amortized over a 10 to 30 year period
(CAS 412.50(a)(4)).

2.  

(3) Determine that unfunded actuarial
liabilities are calculated using the
actuarial assumptions used to
compute other components of the
pension cost (CAS 412.50(a)(4))
and are amortized over a 10 to 30
year period (40 years if the plan
predates 1/1/74)
(CAS 412.50(a)((1)(ii)).

3.  

(4) Verify that the contractor complies
with CAS 412.50(a)(3), which
states that a contractor must follow
a consistent established policy of
selecting amortization periods for
unfunded actuarial liabilities. The
amortization period may give
consideration to the size of the
amount amortized and the funding
status of the Trust. Therefore, a
contractor's amortization plan
established on this basis may permit
a different amortization period each
year (excludes actuarial gains and
losses from operations).

4.  

16.  

i. Allocation of Pension Cost to Segments17.  
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(1) Pension cost computed on a
composite basis for several
segments requires an equitable
allocation to segments. Verify
that the contractor's allocation
base is representative of the
factors that make up the pension
cost. For example, if pension
benefits are calculated based on
a percentage of salaries and wages,
the pension cost should be
allocated to segments based on
salaries and wages
(CAS 413.50(c)(1)).

1.  

Illustrations2.  

_________________________________________________________________________

Pension benefits are computed using percentage
rates that vary according to salary/wage ranges.
Allocations to segments on a common base
would not be equitable unless each segment's
salary/wage ranges reasonably approximate the
ratio of ranges in the composite computation.

1.  

Normal cost is a product of the total cost of
pension benefits assigned to the current
accounting period, less future Trust asset
earnings. The age of the employee determines
the earning period (length of time until pension
payment are made). Therefore, the younger
employees' pension cost is lower because there
is a longer period to accrue earnings before
retirement. A common allocation base would
not equitably allocate pension cost to segments
unless the average age for employees of each
segment reasonably approximates the composite
average. Accordingly, the auditor will assess
the reasonableness of the composite allocation
base and the need for computation by segment
by reviewing at the segment level:

-- termination gains and losses;1.  

-- the level of eligibility for benefits;2.  

-- employees' average age;3.  

-- the salary scales used in benefit
calculations; and

4.  

-- the normal cost per employee and reasons
for variances among segments.

5.  

2.  

_________________________________________________________________________
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(2) The immediate gain actuarial cost
method computes funding
requirements for prior service cost
and current year operating actuarial
gains and losses. In composite
computations, verify that these prior
service costs, and actuarial gains and
losses are equitably allocated to
segments by reviewing the
compositional structure of the costs
and their relationship to the
allocation base. For example, prior
service cost representing retroactive
pension benefits to only certain
employees may not be equitably
allocated to segments on a common
base representing total segment
employees.

1.  

j. Pension Segmentation1.  

Paragraph (a)(3) of the contract CAS
Clause (FAR 52.230) requires contractor
compliance with applicable cost
accounting standards. Contractors have
the responsibility to compute pension cost
for each segment at the time conditions
warrant as specified in CAS 413.50(c)(2):
"Whenever the pension cost of a segment
is required to be calculated separately
pursuant to paragraphs (c)(2) and (3) of
this section, such calculations shall be
prospective only; pension costs need not
be redetermined for prior years."

(1) When pension computations are
changed from a composite
calculation to calculations by
segment, an assignment of Trust
assets and liabilities to segments
must be made. The CAS preferred
method of allocating assets to
segments is the cost/contribution
method which is a retroactive
recalculation of pension assets by
each established segment, starting
with the original date of the pension
plan (CAS 413.50 (c)(5)). This
means that segment pension
experience variances from the
previous composite average used to

1.  

2.  
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allocate pension cost to segments is
brought forward as a segment gain
or loss, allocated over current and
future years. Evaluate any
significant unfunded liability for the
segment and determine its
allocability/allowability.

(2) When information is not available
to make the cost/contribution
calculation of segmented assets
(in (1) above), CAS permits the
allocation of Trust assets to
segments based on the segments'
actuarial liability. Under this
method, assets and any unfunded
liability of the total pension plan
at the time of segmentation are
allocated to segments based on
the ratio of segment actuarial
liability to the total actuarial
liability. Allocated segmented
unfunded liabilities should be
reviewed to determine that the
costs relate to the average
allocation base of each segment's
actuarial liability. Where condition
warrant, the use of a stratified
pension plan calculation by periods
is needed to equitably allocate
segment assets. [For example, in
1975, the contractor had large
termination gains in Segment 5, and
in 1976, large unfunded liabilities
occurred. Prior to 1975, the plan
had no significant unfunded
liabilities. The use of the actuarial
liability computation prior to 1975
and the cost/contribution method
after 1974 would be the most
accurate method of asset allocation
to segments when data is not
available to fully use the
cost/contribution method.]

2.  

(3) Verify that:

(i) The recalculation of actuarial
liabilities was made using the
same actuarial cost method
used to compute pension cost

1.  

3.  
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(CAS 413.50(c)(5)).

(ii) There is no shortage of
allocated assets to segments
due to the contractor not
funding the Trust for prior
years' pension contributions.

2.  

(iii) There is no shortage of
allocated assets due to loss of
earnings caused by not having
full quarterly funding. Any
such shortage would result in
an unfunded liability or asset
shortage being carried forward,
which increases pension cost
in future years.

3.  

(4) Determine whether the contractor
merged pension plans since the last
period audited. If so, and the
contractor allocates/computes
pension cost on a corporate wide
basis, determine if the ratio of
assets to actuarial liabilities of the
plans prior to merger are materially
different. If there is a difference, the
pension cost must be accounted for
on a segment basis. Accordingly,
verify that the requirements of
CAS 413.50(c)(3) have been
complied with.

4.  

(5) Segment pension accounting
requires, in most cases, that
earnings of the Trust's total assets
be allocated to segments. If the
contractor uses the segments
actuarial value of assets to allocate
these earnings, verify that the base
is homogeneous between segments
and results in an equitable allocation
of segment earnings.

5.  

(6) Verify that the contractor properly
transfers pension assets and liabilities
when active employees transfer
among segments (CAS 413.50(c)(8)).

6.  

(7) Verify that the contractor uses the
same actuarial cost method for all
segments.

7.  

(8) Verify that future allocations of8.  
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composite earnings to segments
properly consider the impact of
not funding the pension plan on
a quarterly basis (if applicable).

k. Pension Trust Activities3.  

The Trustee is required to provide plan
participants with an annual report on plan
activities. The auditor should review and
analyze the information in this report.

(1) Verify by selective testing that
benefits paid by the Trustee are
required by the provisions of an
established pension plan, or an
agreement entered into in good
faith between contractor and
employee before the work or
services were performed
(FAR 31.205-6(j)(2)(ii)).

1.  

(2) Review expenses of the Trust and
determine their necessity and
reasonableness.

2.  

(3) Review Trustee's annual reports and
budgets. Determine whether the
contractor took appropriate
corrective action for any under
performance.

3.  

(4) Review the investment portfolio and
determine whether there are any
related-party transactions. Asses
any resulting negative impacts to the
fund or failure of the Trustee to
exercise appropriate fiduciary
responsibilities.

4.  

4.  

l. Prefunding of the Pension Trust5.  

CAS 412.50(a)(7) permits the exclusion of
interest on the premature funding when
computing pension costs.

(1) Review the contractor's calculation
of interest on prefunding and verify
that the computation of future years'
pension cost is correct.

1.  

(2) Ascertain that interest was computed
on the correct prefunding period.
Periods in which the pension cost is
assignable do not represent periods
for computing prefunding interest
(FAR 31.205-6(j)(3)(ii)).

2.  

6.  
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(3) Verify that contractor is not
computing prefunding interest on
amounts contributed earlier than
quarterly.

3.  

(4) Verify that the prefunding
calculations use the plan's interest
assumption rate.

4.  

Interest on prefunding accrues to the
contractor. However, the Trust
controls the credit and pension cost
computed under the established
actuarial cost method reflects the
credit for the interest gained because
of prefunding. Accordingly, the
contractor can adjust upward the
computed pension cost to omit the
credit. Before accepting increased
costs for interest on prefunding,
verify that the credit did in fact
generate in the year of the
adjustment. Under some methods
used by contractors the interest
earned on the advanced funding
may remain in the corridor of asset
values and not immediately reduce
pension cost. Any increase in cost
for prefunding must be offset within
a reasonable time by the earnings
from prefunding.

5.  

m. Funding Requirements7.  

CAS 412.50(a)(7) requires that interest
on contributions not made by the end of
the cost accounting period will not be a
cost of future accounting periods. The
contract Allowable Cost and Payment
clauses (FAR 52.216-7) require that the
contractor must fund its pension Trust at
least quarterly in order to receive
reimbursement on an accrual basis. DoD
has established policy that quarterly
contributions in the amount allocated to
Government contracts satisfies this
requirement. FAR 31.205.6(j) expressly
disallows increased pension cost resulting
from not fully funding the Trust on a
quarterly basis (30 days after each quarter).
Also, unallowable pension cost must be
computed using the contractor's actuarial

8.  
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cost method used in computing pension
cost.

When delayed pension funding issues are
involved, the auditor should review the
contractor's method of computing pension
cost to determine how the loss of earnings
due to delayed funding increased pension
cost allocated to Government contracts.

(1) Verify whether the contractor fully
funds the Trust on a quarterly basis
by reviewing canceled checks.
Where prefunding has been made,
the initial contribution plus interest
would satisfy future quarterly
funding requirements. Determine
whether full funding was made by
the time the contractor filed its
Federal income tax return.

1.  

(2) If quarterly funding was not made,
verify the contractor's method of
computing unallowable costs for
contract costing/billing purposes.

2.  

(3) If audit adjustments are necessary
compute the "loss of earnings" due
to not fully funding quarterly by
using the contractor's interest
assumption rate and established
system for calculating pension cost
(see Section V of DCAAP 7641.79
for instructions on the computations).

3.  

(4) The loss of earnings computed in
c. above results in increased pension
cost. Adjust the contractor's
pension cost claimed in the current
year for the full amount of computed
earnings losses, if the contractor
concurs. (If contractor concurrence
is not obtained, adjust the actual
years in which the pension cost
increased due to delayed funding.)

4.  

(5) If the contractor adjusts for delayed
funding by adjusting the actuarial
value of assets when segment
accounting is involved, verify that
the segment asset adjustment
represents the full amount of assets
that would have been assigned the
Government segment had there

5.  

9.  
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been no delayed funding.

(6) FAR 31.205-6(j)(3)(iii) states that if
there are timing differences between
segments, allowable cost will be
limited to the computed cost for the
segment. Verify that full quarterly
funding is made for each segment
having Government contracts.

6.  

n. Pay-As-You-Go (PAYG) Pension Plans10.  

The cost criteria governing the allowability
of pension costs funded on a pay-as-you-go
basis is predicated on when the costs were
incurred. For contracts negotiated prior to
22 March 1983, PAYG pension costs are
allocable and allowable in accordance with
the provisions of CAS 412. For those
contracts that were negotiated after 22
March 1983 but before 28 March 1989,
allowable PAYG pension cost is limited
to the amount paid in the year. For
contracts negotiated after 28 March 1989,
allowable PAYG pension costs are limited
to the amount computed in accordance
with 30.412 and 30.413.

(1) For contractors using pay-as-you-go
funding (excludes early retirement),
verify that claimed pension costs are
not in excess of the contractor's
separate calculation of pension cost
using an acceptable actuarial cost
method which computes (a) a normal
cost for the period, and (b) an
unfunded actuarial liability which is
amortized over a period of not less
than ten nor more than 40 years.

1.  

(2) Verify that the amount of claimed
pension cost does not exceed the
amount computed in accordance
with FAR 30.412 and 30.413
(FAR 31.205-6(j)(3)(B)).

2.  

11.  

o. Early Retirement12.  

For allowability cost purposes, early
retirement incentive plans are treated as
pension costs and allowable subject to
the pension cost criteria contained in
FAR 31.205-6 (j)(3)(i) through (iv).

(1) Verify that claimed cost is computed1.  

13.  
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and accounted for in accordance
with the actuarial cost method used
under the contractor's basic pension
plan.

(2) Verify that the contractor's alternate
calculation in (1) above is accurately
made by selecting and performing
audit steps in this audit program, in
the same manner as required for the
basic pension funding calculation.

2.  

(3) Determine the equitableness of the
contractor's cost allocations of
computed early retirement cost to
interim and final cost objectives.

3.  

(4) Verify that the early retirement
payments do not exceed the
employee's annual salary for the
previous fiscal year
(FAR 31.205-6(j)(7)(iv)).

4.  

p. Pension Cost for Retirees14.  

Contractors have the option of including
both active and inactive employees in the
same segment for the purpose of
accounting for pension costs, or having
separate segments for inactive and active
employees (CAS 413.50(c)(9)).

(1) Verify that when inactive segments
are maintained assets are transferred
for retirees in amounts reasonably
representing the amounts previously
funded.

1.  

(2) The costs of inactive segments
should be allocated to active
segments on the basis of the factors
upon which the pension benefits are
determined (CAS 413.50(c)(9)).
Accordingly, ascertain that the cost
of inactive employees is reasonably
allocated to segments from which
the employees were previously
active.

2.  

(3) Ascertain if the status of unfunded
pension liability differs significantly
among active segments. If so, and
the transfer of assets to the segment
for inactive employees was made
based on the average rate of funding

3.  

15.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/025/0048Z025DOC.HTM (22 of 25) [11/19/1999 3:29:14 PM]



of each active segment, assess
whether the contractor's allocation
base of inactive segment costs
results in an equitable cost
allocation to active segments.

q. Accounting for Closed Pension Segments

(1) Verify that the contractor properly
adjusted closed segments for the
difference between the segments'
actuarial liability and market value
of assets (CAS 413.50(c)(12)).

1.  

(2) When segments are closed,
contractors may buy annuities or
establish firm plans for satisfying the
pension liability. Hence, the closed
segment's actuarial liability, as
computed under previous
assumptions and actuarial cost
methods, may not be representative
of the segment's actual liability.
Accordingly, verify that the actuarial
liability of the closed segment(s) has
been accurately computed.

2.  

(3) When a plan termination is not
involved (just a closing of an
operating segment), verify that
assets and liabilities are properly
transferred if employees are
reassigned to an active segment
(CAS 413.50(c)(8)).

3.  

16.  

r. Terminated Plans17.  

Contracts that include the FAR clause
52.215-27, Termination of Defined
Benefit Pension Plans, require contractors
to notify the contracting officer in writing
when it determines that it will terminate a
defined benefit pension plan.
FAR 31.205-6(j)(4) asserts the
government's right to receive an equitable
share of excess assets that revert to the
contractor as the result of a termination
of a defined benefit pension plan.

(1) Determine that the contractor has
at least one contract that contains
the FAR clause 52.215-27. If such
a contract does not exist, FAR
clause 52.215-27 does not apply to

1.  

18.  
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fixed price contracts.

(2) In some cases, a contractor may
terminate a defined benefit plan and
establish a defined contribution
pension plan. Determine whether
the change results in unjustified
increased pension cost in future
years. This step is mandatory
where a change involves significant
overfunding conditions of the
terminated plan, which would have
reduced future years' cost had the
plan not been terminated. Where
there are significant unjustifiable
pension cost increases, a report of
the factual aspects will be made to
the contracting officer and the
unjustified pension cost increases
should be questioned.

2.  

(3) Verify that claimed costs or credits
are computed and accounted for in
accordance with the actuarial cost
method used by the contractor
prior to the termination.

3.  

(4) Determine that the government's
equitable share reflects the
government's participation in
pension costs through those
contracts for which certified cost
or pricing data were submitted or
which are subject to subpart 31.2.
This means that both cost type and
fixed price contracts are considered
when the amount of credit or refund
is computed.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Steps
1. Summarize any non-compliant practices and
issue a noncompliance report to the
contracting officer.

1.  

2. Update the permanent file and ICAPS.2.  

3. Discuss results of audit with contractor.3.  

4. Prepare draft audit report.4.  

1.  
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5. Finalize audit report and forward to CIPR
team captain with copy to contracting officer.

5.  

Next Section

Open this portion of the document in Word (54 KB)
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Open this portion of the document in Word (85.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APESTG

Audit Program for Estimating System Controls

Version 2.6
1 October 1998

Defense Contract Audit Agency

Audit Program for Reviewing and Reporting on Surveys of Contractor Estimating Systems and Related
Internal Controls

Contractor's Name: __________________________
Assignment Number: _________________________
Field Audit Office: __________________________

1.  

Date Assigned: ____________________ ___________________________

Auditor Assigned: __________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program. This audit program may be used for either comprehensive
Estimating System reviews by DCAA (CAM 5-1203.1), or for DCAA/contract administration office team surveys
required under DFARS 215.811 (CAM 5-1203.2).

Purpose and Scope

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractor's Estimating System and related internal control
(including both manual and computerized activities) to plan the related contract audit effort. This requires
that the auditor assess the adequacy of the contractor's policies and procedures, whether they have been
implemented and if they are working effectively.

1.  

Document the understanding of the Estimating System internal control in working papers and permanent
files (see CAM 5-100).

2.  

Test the operational effectiveness of Estimating System internal controls.3.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.4.  

Report on the understanding of the Estimating System internal controls, assessment of control risk, and the
adequacy of the system for government contracts.

5.  

This audit program is limited to the review of the Estimating System and related internal controls for major
contractors, nonmajor contractors where the system is considered significant, and other contractors with substantial
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negotiated firm-fixed price contracts. Only those controls directly related to the contractor's Estimating System, as
defined below, will be audited under this assignment. Controls for interrelated audit concerns regarding the
adequacy of the contractor's other major systems (i.e., Labor, Budget and Planning, etc.) will be audited under
separate assignments. While the controls for these areas are not part of this audit, the results of all audits of these
interrelated controls must be considered in forming an overall audit conclusion on the Estimating System internal
control. The results of this audit should be commented on in reports on related audit areas.

When performing an update or follow-up review, the audit steps below should be adjusted and tailored accordingly.
To the extent possible, prior audit effort should be used as a basis for validating the contractor's internal control.

Before beginning this review, the auditor should be alert for internal reviews performed by the contractor or its
external auditors relating to this audit area. In those cases where internal control reviews have been performed, the
auditor should follow the guidance contained in CAM 4-1000, Reliance on the Work of Others.

Before performing any review of internal controls, the auditor should determine that the system contemplated for
review is material to the Government. Once it is determined that the system is material to the Government, the
auditor should reassess the materiality for each section in the internal controls audit program before performing any
audit steps in that section. The scope of any audit depends on individual circumstances. The auditor is expected to
exercise professional judgment, considering vulnerability and materiality, in deciding the scope of audit to be
performed.

The internal control matrix showing the interrelationships among the control objectives, control activities, and audit
procedures used in this audit program is included as Attachment 1. The control objectives and the audit procedures
have been fully integrated into this audit program; therefore, the matrix is not needed unless it is desirable to see
the associated control activities and the interrelationships in a matrix format.

The following documents are included as Attachments to this audit program to assist the auditor in preparing the
vulnerability assessment, working papers, letters, and reports required for this survey. If used in the audit, they
should be tailored to fit the circumstances.

Attachment 2. Experience Information Worksheets1.  

Attachment 3. Notification Memorandum to the Procurement Contracting Officer2.  

Attachment 4. Notification Memorandum to the Administrative Contracting Officer3.  

Attachment 5. Announcement Letter to the Contractor4.  

Attachment 6. Interview Questionnaire for Estimators5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

A. Preliminary Audit Effort
1. Research and Planning

a. Review and become familiar with
applicable sections of CAM 5-1200 and
recent Headquarters guidance not
incorporated in the CAM.

1.  

b. Review the extent and results of the
contractor's self-governance activities,
internal and external audits, coordinated
audits, etc., related to the Estimating
System. Where internal or external

2.  

1.  

1.  
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audits have been performed, the auditor
should follow the guidance contained
in CAM 4-1000, Reliance on the Work
of Others. Document your review

c. Review the permanent file for:

(1) Existence of contractor estimating
policies and procedures.

1.  

(2) Organization charts depicting the
functional areas responsible for the
processing of estimating related
data.

2.  

(3) Estimating System flowcharts
providing a pictorial overview of
all manual and computerized
processing steps

3.  

(4) Information systems
documentation:

(a) Pertinent record layouts of
files created and/or used
during the processing of
estimating related
transactions.

1.  

(b) Source documents.2.  

(c) Information on the
conversion of documents
to computer media.

3.  

(d) Subsidiary or master files
affected by the system.

4.  

(e) Relevant reports, journals,
and ledgers produced in the
flow of information to the
estimating reports.

5.  

4.  

(5) Listings of current government
contracts.

5.  

(6) Past Estimating System and
proposal audit results and Internal
Control Audit Planning
Summaries (ICAPS) including any
corrective actions taken.

6.  

(7) Audit lead sheets.7.  

(8) The analysis of the control
environment and the results of any
other audits, for internal control
weaknesses that may impact this
review.

8.  

3.  

d. Discuss the planned review of the4.  
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Estimating System internal controls with
the administrative contracting officer and,
if appropriate, other customers in order to
identify, understand, and document their
concerns or areas which should be
reviewed.

2. Entrance Conference and Preparation

a. Prepare a written memorandum to the
contractor to arrange for an entrance
conference, covering the areas
highlighted in CAM 4-302. and any
specific data or pertinent information
not yet provided

1.  

b. Conduct an entrance conference as
outlined in CAM 4-302, with
particular emphasis on:

(1) Requesting the contractor to provide,
if applicable (see step E.4.), a
demonstration of the Estimating
System transaction flow including
data input, data processing, data
output, and related internal controls.

1.  

(2) Any changes in the estimating
processing job stream since the last
review.

2.  

(3) The contractor's monitoring
process to ensure that established
manual and computerized controls
are functioning as intended.

3.  

(4) Any identified weaknesses which
may have been reported and related
follow-up actions taken.

4.  

2.  

2.  

3. Initial Risk Assessment

a. Analyze pertinent information extracted
from the permanent file and data provided
by the contractor at the entrance
conference to determine if any additional
clarification is required at this time.

1.  

b. Determine the estimating process employed
by the contractor and to what degree a
computerized system is used.

2.  

c. Perform a high level cursory review to
determine if the following exist:

(1) A functional organization with
defined organizational
responsibilities.

1.  

(2) A written description of the work2.  

3.  

3.  
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flow in the estimating process.

(3) Policies and procedures for
effectively controlling the process.

3.  

d. Based on the contractor's assertions and
the information obtained from other
relevant sources, prepare a preliminary
audit risk assessment to identify those
control areas requiring further audit
effort.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Control Environment1.  

The control environment sets the tone of an
organization, influencing the control consciousness
of its people. It is the foundation for all other
components of internal control, providing discipline
and structure. The auditor should obtain sufficient
understanding of the control environment to
determine the impact that it may have on the overall
effectiveness of the Estimating System internal
controls.

1. Obtain a copy of the most recently completed
ICAPS for the Control Environment and Overall
Accounting Controls. Review the rationale
behind any moderate or high risk assessment
ratings and determine the potential impact, if
any, on the effectiveness of the estimating
system.

1.  

2. If a review of the control environment has not
been recently performed, review all documented
prior audit experience with the contractor,
including permanent files, relevant audit reports
and workpapers, suspected irregular conduct
(SIC) referrals and discussions with prior
auditors. Obtain an understanding of the
following factors:

a. Integrity and ethical values.1.  

b. Commitment to competence.2.  

c. Board of directors and/or audit
committee participation.

3.  

d. Management's philosophy and
operating style.

4.  

e. Organizational structure.5.  

f. Assignment of authority and6.  

2.  

2.  
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responsibility.

g. Human resource policies and
procedures.

7.  

3. Document the overall assessment of the
control environment and the impact that it
has on the review of the Estimating System.

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Contractor's Risk Assessment1.  

The auditor should develop a sufficient understanding
of the risk assessment process currently employed by
the contractor in terms of its identification, analysis,
and management of risks relevant to the preparation
of contract cost data.

1. Meet with responsible personnel to obtain an
overview of the various risk factors considered
by management.

1.  

2. Once the various risk factors are identified,
obtain an understanding of how management
identifies the risks, estimates the significance of
risks, assesses the likelihood of their
occurrence, and relates them to contract
reporting.

2.  

3. If applicable, obtain an overview of any plans,
programs, or actions management may initiate
to address specific risks. Keep in mind that,
depending on the nature of specific risks,
management may elect to accept a given risk
due to costs or other considerations.

3.  

4. Document your overall understanding of the
contractor's risk assessment practices.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Information and Communications1.  

Information and communication processes consist of
the methods and records established to record,
process, summarize, and report contract cost data.
The auditor should develop a sufficient understanding
of the contractor's information and communication
processes (relevant to contract cost data) to identify
the significant classes of transactions and how they
are initiated, processed, controlled, and reported.

2.  
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1. Since the accounting and EDP systems are
integral components of information and
communication processes, obtain a copy of
the most recently completed Internal Control
Audit Planning Summaries for the
Environment and Overall Accounting Controls
and the EDP System General Internal Controls.
Review the rationale behind any moderate or
high risk assessment ratings and determine the
potential impact, if any, on the effectiveness of
the Estimating System internal controls.
Document your review.

1.  

2. Review relevant permanent files, prior audit
working papers, and any prior contractor
demonstrations of its Estimating System
information and communication processes.
Document your review.

2.  

3. Review information in the permanent files
related to the contractor's status of Year
2000 compliance. Ascertain if the contractor
has modified or replaced any hardware or
software that directly affects the Estimating
System. If modified or replaced, have the
contractor demonstrate the effects in step E.5.
below and consider the internal control risk
implications when performing tests of controls
in step E.6. If not modified or replaced, and
the audit is performed in the contractor's
fiscal year which contains the date 1 January
2000, have the contractor demonstrate why
the system is not affected by Year 2000
computer problems and consider increasing
tests of controls in step E.6.

3.  

4. Determine if the contractor has made changes
to the information and communication processes
in its Estimating System since the last
demonstration. Review the changes. If no
prior systems demonstration was performed,
have the contractor provide one. Contractor
representatives providing the demonstration
should possess a detailed knowledge of the
Estimating System. The demonstration
provides the auditor an opportunity to query
contractor personnel regarding internal controls
and how they are monitored. The auditor
should ensure that the demonstration addresses
the internal control objectives in section G.
of this audit program.

4.  

5. The contractor should include appropriate5.  
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manual and computerized controls in its
information processing that check for accuracy,
completeness, and proper authorization of
estimating related transactions.

a. Have the contractor identify and
demonstrate all access controls to the
Estimating System application and
related transactions.

(1) Compare the contractor disclosed
controls with the generic access
control listing contained in CAM
5-1406.1 and identify any controls
not incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed access
controls. Discuss any apparent
deficiencies with the contractor.

2.  

1.  

b. Have the contractor identify and
demonstrate all data input controls to
the Estimating System application and
related transactions for originating,
authorizing, collecting, preparing, and
approving input transactions.

(1) Compare the contractor disclosed
controls with the generic input
control listing contained in CAM
5-1406.2 and identify any controls
not incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed input
controls. Discuss any apparent
deficiencies with the contractor.

2.  

2.  

c. Have the contractor identify and
demonstrate all processing controls for
the Estimating System which ensure all
authorized transactions are processed
accurately and properly.

(1) Compare the contractor disclosed
controls with the generic
processing control listing
contained in CAM 5-1406.3 and
identify any controls not
incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed
processing controls. Discuss any
apparent deficiencies with the
contractor.

2.  

3.  
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d. Have the contractor identify and
demonstrate controls related to the
identification, correction, and
resubmission of rejected data.

(1) Compare the contractor disclosed
controls with the generic error
detection and correction control
listing contained in CAM 5-1406.4
and identify any controls not
incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed error
detection and correction controls.
Discuss any apparent deficiencies
with the contractor.

2.  

4.  

e. Have the contractor identify and
demonstrate controls related to ensuring
the output accuracy of computer
program-processing.

(1) Compare the contractor disclosed
controls with the generic output
control listing contained in CAM
5-1406.5 and identify any controls
not incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed output
controls. Discuss any apparent
deficiencies with the contractor.

2.  

5.  

6. Selectively trace estimated amounts through the
Estimating System to validate your
understanding of the information and
communication processes in the Estimating
System. Any discrepancies between your
understanding and the contractor's
demonstration should be noted and resolved
prior to completing the remainder of this
review.

6.  

7. Document your confirmed understanding of the
contractor's Estimating System information and
communication processes and obtain a written
confirmation from the contractor indicating that
they agree with this understanding.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Monitoring1.  
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Monitoring is a process that assesses the quality of
internal control performance over time. It involves
assessing the design and operation of controls on a
timely basis and taking necessary corrective actions.
The auditor should develop a sufficient
understanding of the contractor's ongoing
monitoring activities and/or separate evaluations
related to the Estimating System internal controls.

1. Determine if ongoing monitoring procedures are
incorporated into the normal recurring activities
of the contractor's organization. These
procedures should include regular management
and supervisory activities.

1.  

2. Where applicable, determine the extent of
internal audit involvement in performing
monitoring functions through separate
evaluations.

2.  

3. Determine and document the extent of
monitoring activities being performed by
external parties.

3.  

4. Document your overall understanding of the
monitoring activity being performed at the
contractor's location and determine the
impact it will have on our review of the
Estimating System.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Control Objectives and Activities1.  

The auditor should obtain an understanding of the
contractor's control activities (policies and
procedures) for each relevant Estimating System
control objective. A detailed understanding of
control activities is essential to the assessment of
control risk for each objective. Estimating System
primary control objectives and examples of control
activities, as they relate to U.S. Government
contracts, are provided in Attachment 1
(ICM-ESTG). The audit procedures in this
section, organized by control objective, are also
included in the attachment.

2.  

The auditor should review contractor internal and/or
external audits to determine if any control activities
have already been reviewed and if reliance can be
placed on such reviews.

3.  

In performing the following audit procedures to4.  
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understand the contractor's control activities, the
auditor should recognize that while obtaining an
understanding of the other components of internal
control (control environment, contractor risk
assessment, information and communications, and
monitoring), he/she is likely to have obtained some
level of knowledge about control activities. The
auditor should utilize this knowledge in determining
the additional time needed to obtain a sufficient
understanding of the contractor's control activities.

1. Internal Audits1.  

Management should periodically perform
reviews of estimating policies and procedures
to ensure that they comply with applicable
Federal regulations, have been properly
implemented, and are operating effectively.

a. Review contractor policies and
procedures to determine if they require
periodic review of established policies
and procedures to ensure that:

(1) Policies and procedures are
compliant with applicable Federal
regulations.

1.  

(2) Policies and procedures have been
implemented and are working
effectively.

2.  

(3) Follow-up actions are taken on
recommendations resulting from
management reviews.

3.  

1.  

b. Review the contractor's record of
completed internal audits and current
internal audit plan to determine if the
Estimating System is being subjected
to periodic reviews in accordance with
established policies and procedures.

2.  

c. Identify any reviews which may have an
impact on this audit and review the
audit reports and supporting working
papers to determine if any system
deficiencies were noted and the extent
to which we can rely on the work
performed (see CAM 4-1000).

3.  

2.  

2. System Description3.  

Establish and maintain an Estimating System
description including policies, procedures, and
operating instructions compliant with FAR and
DFARS.

4.  
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(Organization/Assignment of Responsibilities)

a. Obtain organization charts and written
policies, procedures, and directives
describing the organizational structure
and responsibilities of the estimating
group(s) and contributing departments.

1.  

b. Obtain flowcharts showing the flow of
work in the estimating process and
integration of data prepared by personnel
responsible for various functions such as
accounting, cost control, budgeting,
planning, purchasing, production control,
engineering, estimating, and sales. Key
decision and review points, and the time
frame for the entire process should be
identified by the contractor.

2.  

c. Determine if the following characteristics
of an adequate system exist:

(1) Lines of authority, duties, and
responsibilities are clearly defined.

1.  

(2) Coordination among the various
segments of the organization
responsible for different parts of
the estimate.

2.  

(3) Designation of individuals
authorized to approve requests for
preparing estimates.

3.  

3.  

d. Interview selected employees involved in
the proposal preparation process to
determine if the actual responsibility for
preparing, reviewing, and approving cost
estimates is consistent with established
policies and procedures.

4.  

(Policies and Procedures)5.  

e. Determine if written policies are
established at a high enough
organizational level to allow for proper
implementation.

6.  

f. Determine if procedures are in writing
and compatible with underlying policies.

7.  

g. Determine if:

(1) Policies, procedures, and other
written instructions are disseminated
to all employees responsible for
putting the estimates together.

1.  

(2) Revisions to policies, procedures
and instructions are timely as

2.  

8.  

5.  
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changes occur in the Estimating
System.

h. Throughout the remainder of this review,
be alert for any areas in which established
estimating policies and procedures are
either inadequate or incomplete.

9.  

(Integration with Other Management
Systems)

10.  

i. Review the contractor's policies and
procedures to determine if they provide for
the integration of information from other
management systems as appropriate.

11.  

j. Selectively review recent pricing proposals
or other cost estimates to determine if
information from other management
systems was appropriately integrated into
the cost estimates.

12.  

3. Training6.  

Assure that assigned personnel have sufficient
training, experience, and guidance to perform
estimating tasks in accordance with established
procedures.

a. Review the contractor's policies and
procedures to determine if they require
periodic training of all employees involved
in the estimating process, including, when
appropriate, the use of statistical aids and
advanced estimating techniques.

1.  

b. Review records of completed training, or
other evidence, indicating that
appropriate employees have been trained
in accordance with the policies and
procedures.

2.  

7.  

4. Cost Estimate Development8.  

Ensure that cost estimates are developed using
acceptable estimating methods and rationale
and that supporting data is current, accurate,
and complete.

a. Evaluate the adequacy and
appropriateness of the methods
employed in preparing cost estimates for
each proposal type. Consider the
following:

(1) The nature of the products or
services procured.

1.  

(2) The degree of firmness of
specifications.

2.  

1.  

9.  
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(3) The contractor's experience with
the same or similar products or
services.

3.  

(4) The extent detailed cost data can
be derived from the accounting
system, adjunct statistical records,
etc.

4.  

(5) The relative dollar amount of the
estimates.

5.  

(6) Cost and time restrictions on the
preparation of the estimates.

6.  

b. Evaluate the extent to which the
contractor has identified the estimating
practices for sensitive cost areas.

2.  

c. Determine if the contractor has
procedures in place to ensure that
practices used to estimate costs are
consistent with accounting practices used
in accumulating costs (CAS 401) and to
ensure that estimated costs are
consistently classified between direct and
indirect (CAS 402).

3.  

d. Evaluate the extent to which estimating
methods make use of historical data
relating to entire products and individual
tasks; and indirect cost ratios and
percentage factors applicable to a
common base.

4.  

e. Determine if cost estimates based upon
prior cost experience consider:

(1) Differences in complexity, quantity,
rate of production, state of
development, etc., between items
previously produced and those for
which estimates are being developed.

1.  

(2) Applicability of preproduction
engineering, special tooling, plant
rearrangement, and other
nonrecurring costs.

2.  

(3) Anticipated changes in production
methods, material usage, prices,
wage rates, labor efficiency,
production volume, plant capacity
and make-or-buy structure.

3.  

5.  

f. Evaluate the applicability of historical
standard cost variance factors. (Where
standards have been revised to represent

6.  
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expected actual cost, historical cost
variances are not applicable).

g. Evaluate the appropriateness of escalation
factors proposed and the methods used to
apply them to the cost elements.

7.  

h. Evaluate the availability and use of
incurred cost records in developing
estimates if the contractor is given the
authorization to proceed before a contract
price is negotiated.

8.  

i. Evaluate the propriety of using company-
wide forward pricing factors for preparing
cost estimates. Are such factors current;
based upon reliable cost data and
procedures; and correctly applied?

9.  

j. Evaluate the reasonableness of formula
pricing methods for spare parts to ensure
that individual elements of cost are not
duplicated in both base costs and loading
factors.

10.  

k. If used by the contractor, evaluate the
adequacy of catalog pricing and prepriced
listing methods for developing reasonable
prices for spare parts proposals.

11.  

l. Evaluate the adequacy of the contractor's
methods for developing cost estimates for
contract changes.

(1) Do the estimates properly reflect
the nature and scope of the change,
and the status of the work in
process at the time the change is
issued?

1.  

(2) Are the contractor's procedures for
pricing deleted work correct? (Work
deleted but not yet performed should
be priced at estimated current cost).

2.  

12.  

m. Determine if proposals are submitted on
the appropriate forms and if related
support data contain enough detail to
permit an adequate review of cost estimates.
Is the basis for each cost element disclosed?

13.  

n. When a certificate of current cost or pricing
data is required, does the contractor
adequately identify the cost or pricing data
submitted?

14.  

o. Review the contractor's policies and
procedures to determine if they establish

15.  
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responsibility for the review and analysis
of subcontracts.

p. Selectively review recent pricing
proposals or other cost estimates to
determine if cost/price analysis of
subcontracts was performed as required
by the policies and procedures.

16.  

q. Determine if controls are in place to
ensure:

(1) Timely submission of data at all
phases of the proposal preparation
process.

1.  

(2) Uniformity of approach, detection
of errors, and prevention of cost
duplication.

2.  

17.  

r. Determine if the following characteristics
of an adequate system exist:

(1) Adequate supervision in each area
and at each level of the estimating
process.

1.  

(2) Managerial reviews at interim points,
and upon completion of the
estimating process.

2.  

(3) Management reviews covering
soundness of judgmental estimates,
adherence to established procedures,
and compliance with pertinent
regulations.

3.  

(4) Estimators who summarize and
document the conditions,
assumptions, contingencies,
qualifications, risks, etc., taken into
consideration in developing estimates.

4.  

18.  

s. Determine whether proposed direct labor
rates reflect the total hours employees are
expected to work during the year as
covered in CAM 9-505b, "Evaluation of
Estimated Direct Labor Rates."

19.  

5. Contract Certification10.  

To ensure that all cost or pricing data is current,
accurate, and complete as of the date of
agreement on price:

a. Review the contractor's policies and
procedures to determine if they
adequately provide for updating of cost
or pricing data up to the point of
agreement on price.

1.  

11.  
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b. Selectively review recent post-award
reviews to determine if they indicate that
the contractor is not updating cost or
pricing data as provided for in the
policies and procedures.

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

H. Assessment of Control Risk
1. Considering all five components of internal
controls, assess control risk for each of the
relevant control objectives identified in
section G. For each of the objectives,
summarize the characteristics which support
the assessed level of control risk and
specifically identify any internal control
weaknesses or system deficiencies.

1.  

2. Determine if the system is adequate to
reasonably assure proper pricing, administration,
and settlement of Government contracts in
accordance with applicable laws and regulations.

2.  

3. Based on the assessments above, determine the
impact on the scope of other audits.

3.  

4. Update the Internal Control Audit Planning
Summary (see CAM 3-305).

4.  

5. Coordinate the results of audit with the
supervisor. The supervisor and FAO manager
should review and initial the ICAPS before the
exit conference is performed. If it is determined
that additional audit steps are needed, any
additional planned audit effort should be
accomplished as part of this audit or as part of
the review of individual proposals. Any delays
of this audit effort should be documented and
approved by management.

5.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

I. Summary Audit Steps
1. Prepare a draft audit report in accordance with
CAM 10-400.

1.  

2. Conduct an exit conference with the contractor
in accordance with CAM 4-304.

2.  

3. Finalize the audit report incorporating the3.  

1.  
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contractor's response and audit rejoinder.

4. If the contractor has EVMS covered contracts,
provide comments in the audit report on
whether any findings are likely to impact the
contractor's EVMS (10-407.c). Discuss
findings and recommendations relating to the
EVMS with the Contract Administration Office
EVMS Monitor prior to issuance of the report.
Immediately evaluate impact of these findings
on specific EVMS covered contracts and
provide the details in flash EVMS surveillance
reports (11-209.2.e).

4.  

5. Update the permanent file in accordance with
CAM 4-405.1b (MAAR #3).

5.  

Total2.  

Attachment 1 -- ICM-ESTG

Internal Control Matrix -- Audit Program for Estimating System Controls

Version 3.0
1 July 1999

Review and Evaluation of
Estimating System Controls

Control Objectives Control Activities Audit Procedures

1. Internal Audits
Management should periodically perform
independent reviews of estimating
policies and procedures to ensure that they
comply with applicable Federal
regulations, have been properly
implemented, and are operating
effectively.

Policies and procedures should require
periodic review of the estimating system
to ensure that:
Policies and procedures are compliant
with applicable Federal regulations.
Policies and procedures have been
implemented and are working effectively.
Follow-up actions are taken on
recommendations resulting from
management reviews.

a. Review the contractor's policies and
procedures to determine if they require
periodic review of established policies and
procedures to ensure that:
Policies and procedures are compliant with
applicable Federal regulations.
Policies and procedures have been
implemented and are working effectively.
Follow-up actions are taken on
recommendations resulting from
management reviews.

   

b. Review the contractor's record of
completed internal audits and current
internal audit plan to determine if the
Estimating System is being subject to
periodic reviews in accordance with
established policies and procedures.

   

c. Identify any reviews which may have an
impact on this audit and review the audit
reports and supporting working papers to
determine if any system deficiencies were
noted and the extent to which we can rely on
the work performed (see CAM 4-1000).
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2. System Description
Establish and maintain an Estimating
System description including policies,
procedures, and operating instructions
compliant with FAR and DFARS.

Establish clear responsibility for
preparation, review, and approval of cost
estimates.

a. Obtain organization charts and written
policies, procedures, and directives
describing the organization structure and
responsibilities of the estimating group(s)
and contributing departments.

   

b. Obtain flowcharts showing the flow of
work in the estimating process and
integration of data prepared by personnel
responsible for various functions such as
accounting, cost control, budgeting,
planning, purchasing, production control,
engineering, estimating, and sales. Key
decision and review points, and time frame
for the entire process should be identified by
the contractor.

   

c. Determine it the following characteristics
of an adequate system exist:
Lines of authority, duties, and
responsibilities which are clearly defined.
Coordination among various segments of the
organization responsible for different parts
of the estimate.
Designation of individuals authorized to
approve requests for preparing estimates.

   

d. Interview selected employees involved in
the proposal preparation process to
determine if the actual responsibility for
preparing, reviewing, and approving cost
estimates is consistent with established
policies and procedures.

 

Establish and maintain a formal written
statement of policies and procedures
covering all significant estimating system
process, activities, and functions.

e. Determine if written policies are
established at a high enough organizational
level to allow for proper implementation.

    f. Determine if procedures are in writing and
compatible with underlying policies.

   

g. Determine if:
Policies, procedures, and other written
instructions are disseminated to all
employees responsible for putting the
estimates together.
Revisions to policies, procedures, and
instructions are timely as changes occur in
the Estimating System.

   

h. Throughout the remainder of this review,
be alert for any areas in which established
estimating policies and procedures are either
inadequate or incomplete.

 

Integration with Other Management
Systems
Provide for the integration of information
from other management systems as
appropriate.

a. Review the contractor's policies and
procedures to determine if they provide for
the integration of information from other
management systems as appropriate.
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b. Selectively review recent pricing
proposals or other cost estimates to
determine if information from other
management systems was appropriately
integrated into the cost estimates.

3. Training
Assure that assigned personnel have
sufficient training, experience, and
guidance to perform estimating tasks in
accordance with established procedures.

Provide training to employees (including
technical employees) involved in the
estimating process in the application of
estimating techniques including
appropriate proposal file documentation
procedures.

a. Review the contractor's policies and
procedures to determine if they require
periodic training of all employees involved
in the estimating process, including, when
appropriate, the use of statistical aids and
advanced estimating techniques.

 

Train selected estimating employees,
where appropriate, in the use of statistical
aids and advanced estimating techniques
including appropriate proposal file
documentation procedures.

b. Review records of completed training, or
other evidence, indicating that appropriate
employees have been trained in accordance
with established policies and procedures.

4. Cost Estimate Development
Ensure that cost estimates are developed
using acceptable estimating methods and
rationale and that supporting data is
current, accurate, and complete.

Establish written guidelines governing the
estimating methods and rationale to be
used in developing cost estimates
including:
Differences in estimating methods for
different types of proposals.
The clear identification of pricing policies
for sensitive areas as identified by the
Government and contractor.
The use of historical experience where
appropriate, including the results of
negotiations with subcontractors and
suppliers as to price adjustments of initial
bids or proposals.
The appropriate use of analytical
techniques in developing and/or
evaluating cost estimates.

a. Evaluate the adequacy and
appropriateness of the methods employed in
preparing cost estimates for each proposal
type. Consider the following:
The nature of the products or services
procured.
The degree of firmness of specifications.
The contractor's experience with the same or
similar products or services.
The extent detailed cost data can be derived
from the accounting system, adjunct
statistical records, etc.
The relative dollar amount of the estimates.
Cost and time restrictions on preparation of
the estimates.

   
b. Evaluate the extent to which the
contractor has identified the estimating
practices for sensitive cost areas.

   

c. Determine if the contractor has
procedures in place to ensure that practices
used to estimate costs are consistent with
accounting practices used in accumulating
costs (CAS 401) and to ensure that
estimated costs are consistently classified
between direct and indirect (CAS 402).

d. Evaluate the extent to which estimating
methods make use of historical data relating
to entire products and individual tasks; and
indirect cost ratios and percentage factors
applicable to a common base.
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e. Determine if cost estimates based upon
prior cost experience consider:
Differences in complexity, quantity, rate of
production, state of development, etc.,
between items previously produced and
those for which estimates are being
developed.
Applicability of preproduction engineering,
special tooling, plant rearrangement, and
other nonrecurring costs.
Anticipated changes in production methods
material usage, prices, wage rates, labor
efficiency, production volume, plant
capacity, and make-or-buy structure.

   

f. Evaluate the applicability of historical
standard cost variance factors. (Where
standards have been revised to represent
expected actual cost, historical cost
variances are not applicable).

   
g. Evaluate the appropriateness of escalation
factors proposed and the methods used to
apply them to the cost elements.

   

h. Evaluate the availability and use of
incurred cost records in developing
estimates if the contractor is given the
authorization to proceed before a contract
price is negotiated.

   

i. Evaluate the propriety of using
company-wide forward pricing factors for
preparing cost estimates. Are such factors
current; based upon reliable cost data and
procedures; and correctly applied?

   

j. Evaluate the reasonableness of formula
pricing methods for spare parts to ensure
that individual elements of costs are not
duplicated in both base costs and loading
factors.

   

k. If used by the contractor, evaluate the
adequacy of catalog pricing and prepriced
listing methods for developing reasonable
prices for spare parts proposals.

   

l. Evaluate the adequacy of the contractor's
methods for developing cost estimates for
contract changes.
Do the estimates properly reflect the nature
and scope of the change, and the status of
the work in process at the time the change is
issued?
Are the contractor's procedures for pricing
deleted work correct? (Work deleted but not
yet performed should be priced at estimated
current cost).

 
Provide standardized formats for
proposals and the submission of
supporting data.

m. Determine if proposals are submitted on
the appropriate forms and if related support
data contain enough detail to permit an
adequate review of cost estimates. Is the
basis for each cost element disclosed?
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n. When a certificate of current cost or
pricing data is required, does the contractor
adequately identify the cost or pricing data
submitted?

 

Require that appropriate cost/price
analysis be performed for all subcontracts
prior to certification of the prime contract
price.

o. Review the contractor's policies and
procedures to determine if they establish
responsibility for the review and analysis of
subcontracts.

   

p. Selectively review recent pricing
proposals or other cost estimates to
determine if cost/price analysis of
subcontracts were performed as required by
the policies and procedures.

 

Provide for consistent application of
estimating techniques through proper
control and supervision of the estimating
process.

q. Determine if controls are in place to
ensure:
Timely submission of data at all phases of
the proposal preparation process.
Uniformity of approach, detection of errors,
and prevention of duplication.

   

r. Determine if the following characteristics
of an adequate estimating system exist:
Adequate supervision in each area and at
each level of the estimating process.
Managerial reviews at interim points and
upon completion of the estimating process.
Management reviews covering the
soundness of judgmental estimates,
adherence to established policies and
procedures, and compliance with pertinent
regulations.
Estimators who summarize and document
the conditions, assumptions, risks, etc. taken
into consideration in developing estimates.

   

s. Determine whether proposed direct labor
rates reflect the total hours employees are
expected to work during the year as covered
in CAM 9-505b, "Evaluation of Estimated
Direct Labor Rates."

5. Contract Certification
To ensure that all cost or pricing data is
current, accurate, and complete as of the
date of agreement on price.

Establish written procedures for updating
cost or pricing data throughout the
proposal evaluation and negotiation
process.

a. Review the contractor's policies and
procedures to determine whether they
adequately provide for updating of cost or
pricing data up to the point of agreement on
price.

   

b. Selectively review recent post-award
reviews to determine if they indicate that the
contractor is not updating cost or pricing
data as provided for in the policies and
procedures.

Attachment 2

Experience Information Worksheets

Page 1 of 4

___________________________________________________
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(Contractor)

___________________________________________________
(Division/Plant)

___________________________________________________
(City, State)

Estimating System Survey
Experience Information Worksheet-Bid Proposals Page 1 of 3

For the Time Period ____________________ Through ____________________

Assignment No. Proposal Dollars ____________Per
FMIS______________

Report Date Value Examined Questioned Unsupported Unresolved

Note: The information on this page can be obtained by annotating FMIS output.

Page 2 of 4

___________________________________________________
(Contractor)

___________________________________________________
(Division/Plant)

___________________________________________________
(City, State)

Estimating System Survey
Experience Information Worksheet-Bid Proposals Page 2 of 3

For the Time Period ____________________ Through ____________________

Assignment No. __________Sustained_________ Reasons for Qualified or
Report Date Questioned Unsupported Adverse Opinion Audit Report

Page 3 of 4

___________________________________________________
(Contractor)

___________________________________________________
(Division/Plant)

___________________________________________________
(City, State)

Estimating System Survey
Experience Information Worksheet-Bid Proposals Page 3 of 3

For the Time Period ____________________ Through ____________________

Cost Exceptions Detailed by Element and Deficiency *
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---------------Labor--------------- ---------------Material---------------
Assignment No.

Report Date Outdated Rates Unsupp.
Escalat.

Exp. Hours Not
Used

Qty Disc
Outdated Po

Not
Applied

BOM Not
Consolid

* Modify as appropriate to fit the particular circumstances at the contractor under review.

Page 4 of 4

___________________________________________________
(Contractor)

___________________________________________________
(Division/Plant)

___________________________________________________
(City, State)

Estimating System Survey
Experience Information Worksheet-Other

For the Time Period ____________________ Through ____________________

Assignment No. Defect. Price Adj SIC Referral CAS Noncompliance
Report Date* Reported Sustained Category Dollars Standard CST Impact

* For each audit report listed above, provide a summary of the report contents.

Attachment 3

Notification Memorandum to the Procurement Contracting Officer

Page 1 of 2

Notification Memorandum to Procuring Contracting Officer

Assignment No. _____________ Date ____________________

Memorandum For: Contracting Officer (Procurement Office Name and Address)

Attention: (PCO Name and Office Symbol)

Subject: Estimating System Survey
(Contractor's Name)
(Division/Plant)
(City, State)

In accordance with our audit responsibility in FAR 15.407/DFARS 215.811, we are initiating an Estimating System
survey of (contractor). Since this is an integral part of the procurement process, we request that you provide us with
a list of problems or special areas of interest that you would like included in the audit scope.

In order for us to evaluate more effectively the contractor's response to your Agency's needs, we also request that
you furnish detailed answers to the following questions: (This List is Not to be Considered All Inclusive and May
Need Modification Based on the FAO's Knowledge of the Contractor's System or Other Data Requirements.)

1. Is the contractor's proposal format adequate and in sufficient detail for your review and negotiations?1.  
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2. Do you consider the contractor's estimating techniques to be consistent with their cost accounting system
and practices?

2.  

3. Are the contractor's estimating techniques consistent for similar type proposals?3.  

4. Has the contractor ever proposed any special accounting treatment for the allocation of costs?4.  

5. Does the contractor provide all required historical data for related or similar government and commercial
items when it submits a proposal?

5.  

6. Is it the contractor's practice to furnish substantial data at negotiations? If yes, are reconciling schedules
submitted?

6.  

Page 2 of 2

7. Has the contractor ever denied you access to any cost or pricing data you considered necessary for the
negotiation of a fair and reasonable price because the contractor considered the data proprietary? Has the
contractor ever denied you access to any such data for any other reason?

1.  

Your response to this letter by (date) would be appreciated. Please contact (name), Supervisory Auditor, at
(telephone number) with any questions regarding this letter.

____________________________
Resident Auditor/Branch Manager

Copy furnished:
________________
(Name of ACO)
________________

Attachment 4

Notification Memorandum to Administrative Contracting Officer

Page 1 of 2

Notification Memorandum to Administrative Contracting Officer

(Assignment No.) ______________________ Date) ______________________

Attention: (Office Symbol)

Subject: Estimating System Survey
(Contractor Name)
(Division/Plant)
(City, State)

In accordance with our audit responsibility in FAR 15.407-5/DFARS 215.811, we are planning to initiate an
Estimating System survey in (month, year). Since this is an integral part the procurement process, (Or If A Team
Review Use: Since this will be a contract audit and contract administrative office team effort), we request that a
meeting be established by (specific date), to discuss the personnel and technical specialty requirements of the audit,
the scope of the survey, the time phasing of its performance, and the entrance conference with the contractor. We
also need to have you designate a member of your staff to coordinate the activities of the required technical
specialists.

Prior to the meeting, we request that you provide us with a list of problems or special areas of interest that you
would like included in the audit scope. At the same time, we need to have the technical specialists provide similar
data and also furnish detailed answers to the following questions: (This List is Not All Inclusive and May Need
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Modification Based on the FAO's Knowledge of the Contractor's System or Other Data Requirements.)

1. In what major estimating areas of this contractor have you encountered technical exceptions, or issued
reports with qualifications/scope limitations during the past year? Identify the data not considered by the
contractor in preparing its proposals, or any other factors which caused these technical exceptions or report
qualifications/scope limitations.

1.  

2. Is the contractor's proposal format adequate and in sufficient detail for your review?2.  

3. Is the supporting documentation furnished timely and in the format requested? Does the contractor provide
a liaison to explain the proposal details and to obtain requested support data? If not, do you think that such a
representative would facilitate your review?

3.  

Page 2 of 2

4. Has the contractor ever denied you access to any required data on the grounds that the data requested was
proprietary? Has the contractor ever denied you access to any required data for any other reason?

1.  

5. If the contractor proposes parts which are manufactured in-house, are you aware of outside sources where
any of those parts can be purchased at a lower cost to the government?

2.  

6. Are you aware of any contracts that receive a significantly greater or lesser allocation of indirect or other
support factors than the benefits received?

3.  

7. Does the contractor fully consider prior production experience in developing labor and material estimates?
Are there any other production or accounting records that would better enable you to evaluate the direct labor
hours or material quantities?

4.  

8. Do you take any exception to the contractor's underlying assumptions for estimating direct labor hours or
material quantities?

5.  

9. What support does the contractor provide for the labor classifications proposed, and is the skill level
justified?

6.  

10. Have your reviews of the contractor's proposals indicated that the same items have different part numbers
depending upon the government agency or contract for which they are being purchased?

7.  

11. If the contractor has standard commercial items, how similar are they to the government requirements?8.  

12. How does the contractor justify its use of prior or single source vendors? Are you aware of any other
vendors that can provide the same items at a lower cost to the government?

9.  

Please contact (name), Supervisory Auditor, at (telephone number) with any questions regarding this letter and
your available dates for the initial survey meeting.

___________________________
Resident Auditor/Branch Manager

Copy furnished:
_____________
_____________

Attachment 5

Announcement Letter to the Contractor

Page 1 of 2

Announcement Letter to the Contractor

(Assignment No.) _________________________ (Date) _________________________
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(Contractor Name)
(Address)
(City, State, and Zip)

Attention:

Gentlemen:

In accordance with our audit responsibility to evaluate the adequacy and reliability of bid proposals, we are
initiating a detailed survey of your estimating methods and procedures. The objectives of this survey are to obtain a
better understanding of (1), the flow of data, including the availability and use of accounting, statistical, and
budgetary data; and (2), the management controls and decision making processes in existence at your company
which ensure that current, accurate, and complete information is submitted at all phases of the negotiation process.
In our opinion, a consistent application of sound estimating procedures and practices avoids excessive pricing, and
facilitates the review and evaluation of all proposals in connection with government procurement actions.

(The Following Paragraph is Appropriate if A Team Review is to Be Performed)

The review and final report will be a contract audit and contract administration office team effort. The key
members of the review team are as follows:

(Lead Auditor), DCAA Team Captain
(Auditor), DCAA Audit Member
_________, DPRO/DCMAO Technical Team Leader
_________, DPRO/DCMAO (Engineering, Production, Quality Control,
_________, DPRO/DCMAO and Other Technical Specialists)

We would like to have an entrance conference on (date) to provide an additional briefing on the audit objectives
and scope, and to obtain a detailed presentation of your Estimating System organizational structure, operating
policies, and internal administrative controls. We request that the following information be provided either before
or at the entrance conference: (This List Is Not All Inclusive And May Need Modification Based On The Fao's
Knowledge Of The Contractor's System Or Other Data Requirements)

Page 2 of 2

1. Flowchart or block diagram of the functions/organizational departments participating in each phase of the
proposal process starting with the receipt of the request for proposal and ending with the final negotiated
price. Identify the key decision/review points and the time frame for the entire process (use days on the
horizontal axis).

1.  

2. Supplement the flowchart with a written list of each function's responsibilities and the specific evaluation
criteria at each decision making point.

2.  

3. The current written Estimating System policies, procedures, and instructions with an identification of any
changes subsequent to the issuance date.

3.  

4. Copies of outside consulting or internal audit reports pertaining to the Estimating System function.4.  

5. Basis for the pricing guidelines furnished to the contributing functions/departments for each proposal
element (direct labor, direct material, other direct costs, indirect rates, and other factors such as scrap and
rework).

5.  

6. Dates of formal training programs relating to the estimating function held within the past year with a copy
of the outline and handouts.

6.  

We request that you designate a primary and alternate representative from the Estimating department for
coordinating survey matters. Individuals from the departments detailed on your flowchart of the system should be
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prepared to discuss the proposal format and underlying data and judgments supporting each cost element.

Please coordinate the entrance conference with (name), the supervisor responsible for the survey, at (telephone
number).

___________________________
Resident Auditor/Branch Manager

Copies furnished:
(Name of ACO)
____________

Attachment 6

Interview Questionnaire for Estimators

Page 1 of 5

Interview Questionnaire for Estimators

Employee Name: _________________________________________
Employee Number: ________________Date: ________________ Time: ____________
Auditors: _______________________________________________

The following list of questions is not to be considered all inclusive and may need modification based upon your
knowledge of the contractor's system or other factors

General

1. What is your experience in estimating? ___________________________
___________________________________________________________

1.  

2. Could you describe what cost or pricing data is? ____________________
___________________________________________________________

2.  

Organization Assignment of Responsibilities (Audit Program Section E.2)

3. What are your duties as an estimator? ____________________________
___________________________________________________________

1.  

4. From whom do you receive your assignments and supervision?_________
___________________________________________________________

a. What is the nature and extent of the supervision you receive?______
_______________________________________________________

1.  

b. Is the supervision you receive adequate? Yes _____ No_____
If no, have the estimator elaborate. __________________________
_______________________________________________________
_______________________________________________________

2.  

2.  

5. Do you supervise any employees? Yes _____ No_____

a. If yes, who are the people you supervise and what is the extent and nature of the supervision you
provide?____________________________________
________________________________________________________
________________________________________________________

1.  

3.  

Page 2 of 5

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/026/0048Z026DOC.HTM (28 of 31) [11/19/1999 3:29:33 PM]



Policies and Procedures (Audit Program Section E.2)

6. How are you informed of proposal preparation policies and procedures?
___________________________________________________________
___________________________________________________________

a. How are you informed of changes in these policies and procedures?
______________________________________________________
______________________________________________________

1.  

1.  

7. a. Does the company have an Estimating System manual?
Yes _____ No _____

b. Do you have a copy of the Estimating System manual?
Yes _____ No _____

c. Do you refer to it on a routine basis? Yes _____ No _____

2.  

8. a. Are proposals you work on ever updated? Yes _____ No _____

b.Who updates the proposals you work on? __________________________

c. If the estimator does not update the proposal, why not? ______________
______________________________________________________________
______________________________________________________________

d. How often is an update required? ________________________________
______________________________________________________________

e. Under what circumstances is an update necessary? __________________
_____________________________________________________________
_____________________________________________________________

3.  

9. Are there any guidelines for determining when to use a division-wide factor or program peculiar factors?
Yes _____ No_____

a. If yes, what are they? _______________________________________
_________________________________________________________
_________________________________________________________

1.  

4.  

Page 3 of 5

Integration with Other Management Systems (Audit Program Section E.2)

Cost Accounting System

10. To what extent do you rely upon historical data to prepare cost estimates?
____________________________________________________________
____________________________________________________________

1.  

Is the data produced by the accounting system reliable for preparing cost estimates?
Yes _____ No _____

If not, why not? ______________________________________________
____________________________________________________________
____________________________________________________________

2.  

Planning and Budgeting System
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11. Describe the extent of your participation in the budget process. ________
____________________________________________________________
____________________________________________________________

1.  

12. Do you ever compare budgets to actual performance? Yes _____ No _____

a. If yes, what steps do you take when variances exist? _____________
_______________________________________________________

1.  

2.  

Training (Audit Program Section E.3)

13. What type of training have you received to prepare a proposal? _________
____________________________________________________________
____________________________________________________________

1.  

14. a. Have you had any continuing education classes on proposal preparation?
Yes _____ No _____

b. If yes, when? ______________________________________________

c. Describe the classes _________________________________________
____________________________________________________________
____________________________________________________________

2.  

Page 4 of 5

Cost Estimate Development (Audit Program Section E.4)

15. a. Do you determine what estimating rationale to use? Yes _____ No _____

b. If yes, how do you determine it for:

(1) Engineering labor? __________________________________1.  

(2) Manufacturing ? ____________________________________2.  

(3) Material? _________________________________________3.  

1.  

c. If no, who determines the estimating rationale to use? ___________
_______________________________________________________

(1) What instructions do you receive from this person? (Written, verbal,
etc. If written, obtain a sample.) ________________________
___________________________________________________

1.  

(2) Do you receive any written guidance regarding estimating rationale?2.  

Yes _____ (If yes, obtain a sample.) No _____3.  

2.  

1.  

16. a. Do you obtain input from remote sites when estimating field site costs in
the proposal? Yes _____ No _____

b. If no, how do you estimate field site costs? _____________________
________________________________________________________
________________________________________________________

1.  

c. If yes, do you maintain the data in the proposal package?
Yes _____ No _____

2.  

2.  

Proposal Format and Support (Audit Program Section E.4)

17. a. Do you request documents from estimate support functions?
Yes _____ No _____

b. If yes, what form of documentation do you receive ( e.g. summary level1.  

1.  
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or detail supporting documentation)? ___________________________
_________________________________________________________

Page 5 of 5

18. a. Do you maintain a proposal file containing all the necessary data needed to
prepare a proposal which you have received from the estimating support
functions?
Yes _____ No _____

b. When you do not have the supporting data in your proposal file, do you keep a list referencing the
sources that can provide the data? Yes _____No _____

1.  

c. May we see a proposal file?2.  

1.  

Internal Controls and Managerial Reviews (Audit Program Section E.4)

19. Are you familiar with the Truth in Negotiations Act? Yes _____ No _____

a. If yes, how do you ensure compliance with this act? ______________
________________________________________________________
________________________________________________________

1.  

b. What controls are in place to ensure that estimates are current, accurate
and complete? ____________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

2.  

1.  

20. a. Who reviews your work? ______________________________________

b. If corrections are required, who makes them? ____________________
_________________________________________________________
_________________________________________________________

1.  

2.  

Next Section

Open this portion of the document in Word (85.5 KB)
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Open this portion of the document in Word (43.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APEVMSC

Audit Program for EVMSC Surveillance and Review of Contractor
Compliance With DoD Contract Management Systems Reporting

Requirements

Version 1.0
1 April 1998

Defense Contract Audit Agency
Audit Program for EVMSC Surveillance and Review of Contractor Compliance With DoD Program

Management Systems Reporting Requirements
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose:1.  

This program is intended to provide a logical sequence to the audit effort and to reflect a mutual
understanding between the auditor and the supervisor as to the scope required to meet auditing standards
and DCAA objectives for the current assignment. The audit steps in the program are intended as general
guidance and should be modified as considered necessary to fit the current audit. Those steps not required
should be marked "not applicable" (N/A). Portions of the audit which are covered in other assignments
(e.g., reviews of billing system, budgeting system, progress payments, MMAS, estimating system) should
be referenced at the appropriate place in this program.

2.  

The primary objective of Earned Value Management System Criteria (EVMSC) is to ensure that
contractors use effective internal cost and schedule control systems which provide contractor and
government managers with timely and auditable data to effectively monitor their programs, meet
requirements, and control contract performance. In accordance with DoD policy, compliance with EVMSC
shall be required on significant contracts and subcontracts within all acquisition programs unless waived
by DoD during the acquisition process. For this purpose, significant contracts are defined as flexibly-priced

3.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/027/0048Z027DOC.HTM (1 of 12) [11/19/1999 3:30:31 PM]

http://web.deskbook.osd.mil/data/0048Z027DOC.DOC
http://web.deskbook.osd.mil/data/0048Z027DOC.DOC


research, development, test, and evaluation contracts with a value of $70 million or more or procurement
contracts with a value of $300 million of more (in fiscal year 1996 constant dollars). Compliance with
EVMSC is not required on firm fixed price contracts, time and material contracts, and contracts which
consist mostly of level-of-effort work; however, exceptions may be made for individual contracts.

When required by the contract, the cost and schedule control system used by the contractor in planning and
controlling the performance of the contract must meet the criteria specified in DoD Regulation 5000.2,
Subpart 3.3.4.3 (see DCAAP 7641.47). Although Cost Performance Reports (CPRs) are usually required
by contracts which are subject to full compliance with EVMSC, DoD reporting requirements such as the
CPRs, Cost/Schedule Status Reports (C/SSRs), Contract Funds Status Reports (CFSRs), and Contractor
Cost Data Reports (CCDRs), are specified separately in DD Form 1423, Contract Data Requirements List,
contained in the contract.

4.  

EVMSC surveillance begins with the award of the contract, continues through initial compliance and
acceptance, and extends throughout the period of contract performance. In accordance with DoD policies
and procedures, EVMSC surveillance of the contractor's system after acceptance, and review of data
emanating from that system, is to be accomplished by qualified individuals from the Contract
Administrative Office (CAO) and DCAA. The objectives of EVMSC surveillance are:

a. To ensure that the contractor's management control system continues to: (a) provide valid and
timely management information; (b) comply with the DoD EVMSC; (c) provide timely indications
of actual or potential problems; and (d) provide baseline integrity.

1.  

b. To ensure that the contractor's required external cost and schedule reports contain: (a) information
that is derived from the same data base as that used by contractor management; (b) explicit and
comprehensive variance analysis including proposed corrective action in regard to cost, schedule,
technical, and other problem areas; and (c) information that depicts actual conditions.

2.  

5.  

DCMC is the executive agent for implementation of EVM on DoD contracts. DCMC normally appoints a
member of the CAO as the surveillance monitor. The CAO monitor is assigned the overall responsibility
for coordinating and accomplishing the EVMSC surveillance. The surveillance monitor is assisted by
personnel from the functional divisions of the CAO and DCAA in performing the activity required by the
surveillance plan. Therefore, close coordination between DCMC, CAO and DCAA is required in the
preparation of the surveillance plan to ensure effective EVMSC surveillance and to avoid duplication of
oversight. The purpose of this audit program is to facilitate DCAA's participation in this surveillance
activity.

6.  

B. Scope:7.  

The scope of our surveillance reviews will depend on the contractor's financial condition and how much
reliance can be placed on the accounting system, internal controls, cost representations, and billing
procedures. If the results of prior audits and the preliminary audit steps indicate low audit risk, audit scope
should be reduced accordingly. This decision must reflect a mutual understanding between the auditor and
supervisor as to the scope required to meet auditing standards and DCAA objectives for the current
assignment. This program does not replace individual auditor judgment and may be supplemented to
satisfy the needs of a particular assignment.

8.  

C. References: (Should be reviewed prior to starting the audit)

1. CAM 11-200 Review of Contractor Compliance with Earned Value Management System Criteria
(EVMSC).

1.  

2. CAM 11-300 Review of Contractor Compliance with DoD Program Management Systems
Reporting Requirements.

2.  

3. DCAAP 7641.47 EVMS Implementation Guide.3.  

4. DFARS 234.005-70 Solicitation Provision and Contract Clause.4.  

9.  
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5. DFARS 252.234-7000 Notice of Earned value management system.5.  

6. DFARS 252.234-7001 Earned value management system.6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Preliminary Audit Steps1.  

Determine whether the contractor's Earned Value
Management System (EVMS) has been accepted.

1. Review the following documents/items:

a. The contractor's System Description
Document.

1.  

b. The EVMS Evaluation Guide which was
completed during the acceptance process.

2.  

c. The surveillance plan prepared by the
surveillance monitor and any revisions
made since the last review.

3.  

d. A list of all performance measurement
reports, and related reports, submitted in
response to the data requirements list
(DD Form 1423) contained in covered
contracts.

4.  

e. Contractor policies and procedures for
preparing CPRs, C/SSRs, CFSRs, CCDRs.

5.  

1.  

2.  

Note: If these documents/items are not available
in the permanent file they can be obtained
from the CAO surveillance monitor.

2. Contact the surveillance monitor and discuss the
surveillance plan:

a. Identify those elements of the plan which
are audit's responsibility.

1.  

b. Determine the reports and areas of the
contractor's system planned for review
during the current surveillance period.

2.  

c. Determine if the government contract
administration and program office officials
are aware of any cost or schedule problems
which affect the contractor's estimate at
completion (EAC). Determine and
document what these officials have done to
verify the accuracy of the EAC. If
appropriate, obtain copies of any reports
prepared (see CAM D-301).

3.  

d. Coordinate/request any technical assistance4.  

1.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/027/0048Z027DOC.HTM (3 of 12) [11/19/1999 3:30:31 PM]



required to fulfill DCAA's responsibilities
under the surveillance plan.

3. Review the permanent files and audit leads to
identify potential EVMS deficiencies and high
risk contracts to help establish the scope of audit.

2.  

4. Review the permanent files and related Internal
Control Audit Planning Summary for other
contractor systems such as billing, estimating,
material management and accounting, budgeting,
and labor or time keeping for previously noted
deficiencies which could impact the scope of
the current audit.

3.  

5. Determine the extent of EVMSC flowdown to
subcontractors.

a. Determine the extent of prime contractor
surveillance.

1.  

b. Determine whether the contractor has
tasked its subcontractors to correct
deficiencies noted in its surveillance
reviews.

2.  

c. In those cases where insufficient prime
contractor surveillance is indicated, request
assist audit.

3.  

4.  

6. Arrange and conduct an entrance conference
with the contractor's personnel responsible
for the EVMSC reports.

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Detailed Audit Steps.1.  

DCAA Phase II surveillance responsibilities include
(i) reviewing the contractor's accounting system
policies and procedures for compliance with EVMS
criteria and contract provisions; (ii) performing
periodic reviews of selective financial data contained
in various reports submitted by the contractor to
determine whether they accurately reflect the
contractor's books and record; and (iii) performing
periodic evaluations of related financial areas,
including budgeting, direct and indirect costs,
variance analysis, and forecasting.

1. Review the Cost Performance Reports (CPRs),
or Cost/Schedule Status Reports (C/SSRs)
selected for evaluation during the current
surveillance period, and verify the mathematical

1.  

2.  
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accuracy.

2. Reconciliations:

a. Obtain and review the contractor's
reconciliation of the CPR or C/SSR to the
contractor's cost ledgers.

1.  

b. Reconcile the CPR or C/SSR to the
CFSR/CCDR (if these reports are required)
using the guidance in Appendix A.

2.  

c. Reconcile the CPR or C/SSR to reports
prepared by the contractor for other
purposes such as quarterly limitation on
payment statements, progress payment
requests, and public vouchers.

3.  

d. Request the contractor to explain any
differences between the CPR or C/SSR,
the cost ledgers, and the other reports.
Differences that cannot be explained are
indicators of significant internal control
deficiencies in the cost accounting system
and/or the performance measurement
system.

4.  

e. Immediately advise the contractor and the
surveillance monitor of the system
deficiencies and report the condition using
the guidance in CAM 5-105d.

5.  

2.  

3. Verification of System Integrity. To ensure the
contractor's system is continuing to operate as
accepted and described in the system description,
and in compliance with the EVMSC, develop a
transaction testing plan for each area assigned to
DCAA under the surveillance plan. For each
area to be tested during this surveillance period:

a. Identify the EVMSC and related items
from the EVMS Evaluation Guide to be
reviewed.

1.  

b. Select a sample of transactions from
each cost account to be reviewed and
trace amounts to the contractors books
and records and appropriate source
documents.

2.  

c. Transaction Testing. When determining
the extent of testing conducted under this
section of the program, consider the
overall CAO's surveillance plan, assigned
areas of responsibilities and contract risk
assessments. Detailed steps should be
added to this program to adequately

3.  

3.  
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reflect DCAA's surveillance
responsibilities and risk assessment.

Add or reference appropriate D.3.c.
transaction test audit steps here:

4.  

d. Review for cost transfers between work
breakdown structures (WBSs) on the
contract under review and for transfers
to other contracts.

(a) Verify that transfers are properly
approved and documentation is
on file explaining the reasons for
the transfers.

1.  

(b) Determine if there appears to be
a pattern to the transfers which
indicates a recurring problem in
booking of cost or a schedule
problem.

2.  

5.  

4. Estimated Cost at Completion (EAC).

a. Determine whether the EAC used by the
contractor was a "bottoms-up" EAC or
was formula driven. Refer to the
contractor's system description document
to determine the required frequency of
"bottoms-up" EACs.

1.  

b. Confirm that data utilized in the EAC
was prepared and approved by the
responsible individual as defined in the
system description document. Normally,
the Cost Account Manager prepares the
data.

2.  

c. Verify that reasons for revisions to the
EAC are fully documented and based on
verifiable data.

3.  

d. Determine if the EAC appears reasonable
when compared to projections using
trend analysis techniques:

4.  

4.  

Note: Do not duplicate analyses available from
the CAO or Program Office.

(a) Graphically plot the cumulative to
date Budgeted Cost of Work
Scheduled (BCWS), Budgeted Cost
of Work Performed (BCWP), and
Actual Cost of Work Performed
(ACWP), on a monthly basis.
Compare to identify unusual
fluctuations (positive and negative)

1.  
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and trace to the cost account level
to identify the underlying reasons
(see Appendix B).

(b) Project the EAC using Cost
Performance Indices (CPI)s and
Schedule Performance Indices (SPI)s
as explained in Appendix B.

2.  

(c) Significant differences between the
EACs projected using the CPI and
SPI and the contractor's
"bottoms-up" ETC/EAC may
indicate serious problems in the
contractor's estimates and/or
system and must be thoroughly
investigated.

3.  

(d) Discuss these differences with the
contractor, the surveillance
monitor, and the program office,
and request an explanation for
the difference.

4.  

(e) If the difference is not explained
to the satisfaction of the auditor,
request a technical evaluation on
the items in question.

5.  

e. Evaluate the reasonableness of the
contractor's "bottoms-up" ETC/EAC
using the guidance in CAM 9-300).

(a) Verify that the contractor has been
consistent in its ETC/EAC
preparation.

1.  

(b) Verify that the contractor has used
appropriate rates and factors.

2.  

(c) Review the quantitative and
qualitative aspects of the EAC for
reasonableness utilizing government
technical assistance if considered
necessary.

3.  

1.  

5. Variance Analysis. To ensure timely and
responsible actions are taken by the contractor
to identify causes and minimize the impact on
contract performance:

a. Review schedule and cost variances
disclosed in CPRs or C/SSR and
contractor comments on significant
problem areas, reasons for those variances,
their impact on the program, and corrective
action taken or to be taken.

1.  

1.  
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b. If appropriate, coordinate with the
surveillance monitor, government program
manager, technical specialists, etc., to
assess impact of schedule slippage and
problems in technical performance.

2.  

c. On a sampling basis, select areas of
significant cost variances and trace to the
required action level.

3.  

d. Determine if narrative descriptions
provided by contractor are valid and
adequate. Discuss causes and proposed
remedies with the contractor to assess
responsiveness of proposed actions.

4.  

e. Determine if impact of any existing
variances are reflected in the estimate to
complete the contract.

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Concluding Audit Steps
1. Discuss audit findings with supervisor and hold
an exit conference (follow the guidance in
CAM 4-304.4).

1.  

2. Discuss the findings with the ACO and the
surveillance monitor to ensure all pertinent
information has been considered.

2.  

3. Complete indexing and cross-reference working
papers

3.  

4. Draft Report (CAM 11-209.2 and 10-400).

a. The report should fully describe any
significant unresolved deficiencies
together with recommendations for
their correction.

1.  

b. When an assist audit and/or a technical
evaluation is necessary, and is not
obtained, the Circumstances Affecting the
Audit paragraph should be used to qualify
the results of audit for the nonreceipt of
such reports (CAM 10-1204.2).

2.  

4.  

5. If the auditor has encountered information that
constitutes evidence or raises suspicion that
fraud or other illegal acts have occurred, refer
such suspicion by completing a DCAA Form
2000 (see CAM 4-702.4 and 5).

5.  

1.  
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6. Supervisory Review.6.  

7. Complete administrative working papers and
update permanent files (ICAPS, MAARs,
CAS, etc.).

7.  

Appendix A

Defense Contract Audit Agency Reconciliation of EVMSC Reports

Version 1.0
1 April 1998

When multiple reports are due on each contract, they must be consistent with each other, or at least be
reconcilable to each other. This is particularly true when they are reporting data as of the same time period, e.g.,
December 31 of a given year.

Most contracts subject to EVMSC are likely to have three reporting requirements; Cost Performance Reports
(CPRs), Contract Funds Status Reports (CFSRs), and Contract Cost Data Reports (CCDRs). For contracts that
are not significant enough for full EVMSC application, Cost/Schedule Status Reports (C/SSRs) may be required
instead of CPRs.

Reconciliation of CPRs or C/SSRs to CFSRs/CCDRs:

Before an attempt is made to reconcile CPR or C/SSR data with the CFSR/CCDR, the following points need to
be made. First, the CFSR is usually segregated by each fiscal year's funds and appropriations, while the CPR and
C/SSR will usually include all years funds and appropriations. Second, the CPR or C/SSR performance data do
not include fee or profit while the CFSR/CCDR information does. The C/SSR usually does not reflect profit or
fee data on the form. To get actual fee or profit projection from a C/SSR one would have to review the contract
itself to ascertain the amount. Third, when in an over-ceiling situation, the contractor may choose to limit the
amounts reflected on the CFSR to the ceiling price. Fourth, reconciliation to the exact dollar may be difficult.
Due to rounding procedures incorporated by the contractor within the various reports, the auditor should be
satisfied if the reports agree with each other, give or take a few percentage points. Any significant variances
should, however, be evaluated or explained.

Reconcilable Data Elements:
1. Contract type/number -- to properly reconcile the various reports one needs to be assured that the same
contract number is being evaluated.

1.  

2. Report period -- the CPR or C/SSR are usually monthly reports, while the CFSR is generally required on
a quarterly basis. If the reports are not for the same timeframe, appropriate adjustments will have to be
made prior to attempting a reconciliation.

2.  

3. Contract target estimated price -- the "Est. price" on the CPR should compare with the subtotal block of
contract work authorized on the CFSR (block 11g). Utilizing contract budget base (block 5) on the C/SSR
and applying appropriate profit/fee amounts and adjusting for any incentive or cost sharing provisions
should be reconcilable with block 11g on the CFSR.

3.  

4. Authorized but unpriced work -- the "estimated cost of authorized but unpriced" effort (CPR or C/SSR)
should reconcile with the "not definitized" but authorized block on the CFSR, after adjustments of the CPR
or C/SSR data for anticipated profit or fee.

4.  

5. EAC -- the "latest revised estimate at completion" on the CPR or C/SSR will normally agree with the "at
completion" block on the CFSR for items 12c, 13, and 14 once appropriate profit or fee is added to the

5.  
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CPR or C/SSR data. (Note: A contractor who anticipates exceeding the limit on government obligations
(LOGO) clause may choose to show only the amount to ceiling or LOGO as the "at completion" projection
on the CFSR since that is the maximum government liability.) Differences should be explained in the
reconciliation.

6. Cost to date -- the total "cumulative actual cost of work performed (ACWP)" data on the CPR or C/SSR
should be comparable with "accrued expenditures" (actual-to-date) data on the CFSR. Due to data item
definitions of ACWP and accrued expenditures not being identical at all times, an exact agreement
between the figures might not be possible. (Differences in data are usually attributed to accounting for
material expenditures and the inclusion or exclusion of profit or fee). Normally, the actual-to-date accrued
expenditures on the CFSR will be equal to or slightly greater than ACWP values on the CPR or C/SSR.
Significant or large differences in these two data elements should prompt investigation into the matter.

6.  

7. Contract ceiling (fixed price incentive contracts) -- the "Est. contract ceiling" block of the CPR should
match/reconcile with the "adjusted contract price ceiling" on the CFSR.

7.  

8. Original or initial contract price -- the "initial contract price target" element of the CFSR should
reconcile with the "original contract target cost" block on the C/SSR once appropriate profit or fee
adjustments are made.

8.  

9. Target price -- the "target price" values should reconcile directly for CPRs and CFSRs since they are
based on all the negotiated effort/changes plus appropriate profit or fee. To be able to reconcile a CFSR
with a C/SSR, take the "contract target cost" shown on the C/SSR and add the appropriate profit or fee.

9.  

Appendix B

Defense Contract Audit Agency Trend Analysis of EAC Using Performance Indexes

Version 1.0
1 April 1998

The Earned Value Management Systems Criteria (EVMSC) require the contractor to plan work into detailed
work packages. Based on the starting and stopping dates of each work package and on the budgets assigned, a
budget is developed for each month of the contract. At the close of each reporting period, the contractor reports
the dollar amount of work budgeted during each reporting period and the cumulative work budgeted to date (only
cumulative values appear on the C/SSR). This is the budgeted cost of work scheduled (BCWS) to be completed.

In addition to the BCWS, the criteria require the contractor to provide a report of the budgeted dollar value of
work completed during each reporting period and the cumulative total (only cumulative values appear on the
C/SSR). This is the budgeted cost of work performed (BCWP). Regardless of the actual cost to perform the work,
the BCWP includes only the budgeted cost for each element of work that the contractor has completed. The
difference between the BCWP and BCWS is the dollar value of work the contractor is ahead of or behind
schedule.

The criteria also require the contractor to accumulate the costs for effort performed on the contract during each
reporting period and the cumulative total (only cumulative values appear on the C/SSR). This is the actual cost of
work performed (ACWP). The difference between the BCWP and ACWP is the cost variance.

Performance Indexes

A Cost Performance Index (CPI) and a Schedule Performance Index (SPI) may be computed from the data
available on CPRs or C/SSRs.

The CPI is an efficiency ratio; output in terms of earned value, divided by input in terms of actual cost incurred.
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CPI = BCWP
ACWP

As with efficiency ratios in physics or mechanics, 1.00 is "par." Anything above this indicates better progress for
the money than expected. Anything below 1.00 indicates less progress for the money than expected.

The CPI can be figured on both current and cumulative data. For example,

CPIcum = $731,000 = .50

$1,457,000

Means we have gotten 50 cents' value for each dollar spent; or, expressed in another way, we're spending $2 for
each dollar's worth of progress.

The CPI can be applied at any WBS level, or functional level, for which data is available.

The cumulative CPI is a particularly important indicator of health. But the current CPI tends to grow in
significance as the project approaches the completion date. The CPI is concise, and it quantifies the status of
reported elements. It puts comparative cost variances in perspective and is highly useful in plotting trends and in
forecasting. However, the CPI assumes an understanding of the factors involved, and it ignores whether items are
of large or small dollar magnitude. For example, regarding dollar magnitudes, a large dollar item may show a
CPI of .83.

$20 million (BCWP)
$24 million (ACWP) = .83

But a relatively small item may also have a CPI of .83.

$100,000 (BCWP)
$120,000 (ACWP) = .83

The point is, the auditor must keep both absolute costs and performance indices in mind.

The SPI formula is work performed divided by work scheduled. The SPI may be useful as an overall progress
indicator.

SPI = BCWP
BCWS

Here again 1.00 is "par," with indices above this meaning more work was performed than scheduled, and indices
below 1.00 indicating the opposite. SPIs can be computed on cumulative and current CPR data.

The SPI isn't nearly as reliable or as valuable an indicator as the CPI, because it reflects an average of WBS
items' schedule status and ignores whether items may be on the critical path. Items small in dollar value but
having a key impact on schedules may be "laundered" during the summarization process. The SPI may be useful
as a supplement to time-based schedule status information however. It often precedes indicators of cost problems
early in a program.

The SPI supplements, but does not replace, a contractor's regular scheduling technique whether his technique is
bar charting, network scheduling, line of balance, etc.

EAC Projection Methods

EACs may be projected using trend analysis techniques. One of the best and most recent studies on EACs
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projection methods was developed for the Naval Weapons Engineering Support Activity. This study showed that
CPI based methods produced superior results than regression based methods. The reason is that with CPIs, the
known data increases with time and the Budgeted Cost of Work Remaining (BCWR) declines.

While no single method is considered best in forecasting an EAC, it was found that certain methods perform
better than others depending on whether a contract is in its early, middle, or late stage of completion.

According to the Report, the following CPI-based methods perform best during the indicated periods of contract
performance:

Early or Middle Stage of Completion

EAC = BAC
CPIc

EAC = ACWPc + BCWR

CPIc X SPIc

EAC = ACWPc + BCWR

CPI3

Late Stage of Completion

EAC = ACWPc + BCWR

CPI3

EAC = ACWPc + BCWR

CPI12

EAC = ACWPc + BCWR

CPI6

In these formulas,

ACWP = Actual Cost of Work Performed.1.  

BCWP = Budgeted Cost of Work Performed.2.  

BAC = Budget at Completion.3.  

BCWR = Budgeted Cost of Work Remaining (equal to BAC minus BCWP).4.  

Subscript c signifies cumulative.5.  

Subscript numbers (3, 6, 12) refer to months. For example, CPI6 represents the average of the current
period CPIs for the last 6 months.

6.  

CPI represents a CPI based on a sum of BCWPs divided by a sum of ACWPs. For example, CPI3
represents the sum of the current period BCWPs for the last three months divided by the sum of the current
period ACWPs for the last three months.

7.  

Next Section

Open this portion of the document in Word (43.5 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APFINCAP

Audit Program for Financial Capability Audit

Version 2.4
1 April 1999

Defense Contract Audit Agency
Audit Program for Financial Capability Audit

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

The objective is to determine if the contractor has adequate financial resources to perform on government
contracts. Financial capability audits may be performed in response to requests by the contracting officer
or as determined to be necessary by the auditor as a result of (i) a risk assessment during the annual
planning process, (ii) contractor preaward surveys, or (iii) audits of progress payments and other interim
billings. Also, financial capability audits may be performed because the auditor became aware of an
adverse event or condition that may affect the contractor's ability to perform on government contracts. The
major objective of the audit is to review the contractor's cash flow forecasts to assess (1) the contractor's
current financial condition, (2) the adequacy of the contractor's near term cash flows, and (3) the
contractor's near and long term capability to obtain funds outside the normal course of operations, if
required, to continue as an ongoing business concern. Other related information is also reviewed to assess
the contractor's financial condition.

2.  

This audit program has a Section E for performing a risk assessment of the contractor's financial capability.
This assessment is normally updated on an annual basis at major contractors and nonmajor contractors
where other field visits are made during the year. At nonmajors where annual field visits are not made, the
assessment should be made in connection with the next regularly scheduled audit. This risk assessment is
the basis for the extent (if any) of the audit procedures listed.

3.  
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B. References4.  

1. DFARS 232.072, "Financial Responsibility of Contractors"
2. SAS 59, "The Entity's Ability to Continue as a Going Concern"
3. CAM 14-300, "Contractor Financial Capability Audits and Reporting"
4. CAM 4-803, "Unsatisfactory Conditions"
5. FASB 95, "Statement of Cash Flows"

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Steps1.  

1.

If this is a requested audit, review the audit
request for matters of particular interest to
acquisition officials and prepare an
acknowledgment letter. Determine if a recent
risk assessment and detailed audit have been
performed that could satisfy the customer's
needs. If not, proceed with the audit and tailor
this program to satisfy the customer needs.

2.

If the contractor is a subsidiary or division of a
corporation, determine if obligations (including
contract performance) of the subsidiary or
division are legally binding on the parent
organization. If the parent is legally
responsible, the risk assessment should be
performed at the parent organization and an
assist audit should be requested.

3.

Contact the requester or contract administrative
office (if self initiated) for clarification of any
specific areas of concern. Request the details of
any financial analysis already performed by
their offices to avoid duplication (e.g., financial
ratio analysis, bond rating analysis, and results
of applying financial distress models).

4. Review permanent files.

a.
Review the results of prior surveys and
results of related audits.

b.
Obtain financial statements for the last 3 to
5 years.

c.
Review the most recent financial capability
risk assessment.

d.

Review any audit leads, including the results
of any internal/external audit work in this
area, and any audit leads of financial
problems.
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e.

Review the assessment of internal controls
relating to this area. This assessment is
summarized on the Accounting System
Internal Control Audit Planning Summary
(or ICQ for FYs 1994 and prior).

5.

In planning and performing the audit, consider
fraud risk indicators specific to the type of
audit being performed. Examples of fraud risk
indicators for the subject audit area are
contained in the following source:

Listing of Fraud Risk Indicators, Financial
Capability Reviews (Enclosure)

Throughout the course of the audit, document
any identified risk indicators and your
response/actions to the identified risks. If no
additional audit steps are required or no risk
indicators are identified, document this in the
audit program or working papers.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Entrance Conference1.  

Conduct an entrance conference with the
contractor in accordance with CAM 4-302.
Key company executives should be invited
to attend the conference.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Risk Assessment Steps1.  

1. Obtain Preliminary Data and Information.

a.

Perform or update the previous risk assessment. The
assessment will be performed/updated on an annual basis
at major contractors and nonmajor contractors, if other
field visits are scheduled.

b.
At nonmajors where annual visits are not being made, the
assessment will be performed in connection with the next
scheduled audit.

c.
Based on the circumstances, tailor the following audit
steps to perform the assessment.
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(1)
Gather the information needed to perform or update
the risk assessment (see CAM 14-304). If not
already in the permanent files, obtain copies of:

(a)
annual financial statements and/or annual
reports for the last 5 years,

(b)
current Form 10K and 10Q (required SEC
annual and quarterly filings for publicly
traded companies), and

(c) bond ratings.

(2)

Determine the contractor's primary Standard
Industrial Classification (SIC) code and verify that
it accurately reflects the contractor's primary
business. The contractor's primary business/industry
segments are identified in its Form 10K. In
addition, the Technical Support Branch (OTST) in
Memphis can assist you in determining the
appropriate SIC code.

(3)

Request the contractor to provide any analysis it has
performed to assess its current and future financial
condition. Ask the contractor to provide details on
prior, current, and forecasted events that have had
or are forecasted to have a positive or negative
impact on its financial condition.

2.

Ratio Analysis The analysis of key financial ratios, including
trends, is important when performing a risk assessment. In
addition, a comparison of a contractor's key ratios to other
companies of comparable size in the same or similar industries
will yield important audit leads on the financial health of the
company.

a.

Use the contractor's financial statements to compute the
ratios for the most recent completed fiscal year and the
previous 2 to 4 fiscal years. Since these ratios are used as
one of many tools to assess risk and not to express an audit
opinion, the auditor can generally use the information from
the audited financial statements without testing the
reliability of the external auditor's work. However, if the
statements are unaudited, then the auditor should consider
what additional audit steps are needed to verify the
financial information prior to computing the ratios.

(1)

For publicly traded companies, obtain company
specific financial data from OTST. Publicly traded
financial information will be provided for the most
current 5 years of data available from the S&P
Compustat database.

(2)
For privately held companies, compute the six key
ratios in CAM 14-304c(3) over a 3 to 5 year period.
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b.

Request from the contractor any additional ratios that the
contractor believes may be a better indicator of its
financial health. Consider using such ratios. Industry
averages for other ratios may be available from OTST on a
special request basis.

c.

The auditor should also consider calculating and
evaluating certain cash flow ratios such as: Cash Flow
Return on Assets, Cash Flow to Sales, Cash Flow
Adequacy, and Debt Coverage which may indicate the
contractor's efficiency in generating cash from operations,
its ability to satisfy primary cash requirements, and the
adequacy of its cash flow to repay debt. These ratios are
listed in the Attachment. For publicly traded companies the
cash flow ratios can be obtained from OTST. Cash from
operations (as used in these ratios) is generally provided in
the contractor's financial statements; if the contractor did
not present cash flow from operations, the auditor should
reference FASB 95 to compute it.

d.

Obtain industry average financial data for publicly traded
and privately held companies from OTST. Use the data as
a benchmarking tool in the risk assessment phase. Industry
average information will be provided for the most current
3 years of data available from the S&P Compustat
database.

e. When requested, OTST will provide:

(1) key financial ratios (see CAM 14-304),

(2) cash flow ratios (see Attachment), and

(3)
Altman Z-Score computations (see step E3 and
CAM Figure 14-3-1).

f.

Requests for financial ratios and Z-Score data should be
submitted directly to OTST using the Excel file
S&P_REQ.XLT available on the Agency's Bulletin Board.
A copy of the request should also be forwarded to the
Regional Office as provided in the instructions.
Instructions for completing the Excel file worksheets and
the type of information needed to be provided to OTST are
contained in the file.

g.

Review the trends of the contractor's key ratios. If a
consistent adverse trend is noted for the most recent 3-year
period, obtain from the contractor an explanation for the
trend and the actions being taken to improve the
conditions.
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h.

Compare the contractor's key ratios to industry averages
over the last 3 years (obtained from OTST). Any ratios that
significantly differ from the industry average should be
evaluated in further detail. Determine what financial
statement items caused the differences. Obtain an
explanation from the contractor for the adverse differences
and any actions being taken to improve the conditions.
Sometimes a change in accounting practice, or unusual
accounting method such as an inventory valuation method
will explain the variance.

3.

Failure Prediction Model. The Z-Score is a bankruptcy
prediction model that can provide additional insight into a
contractor's financial health. It should be used only as one of the
many tools discussed in CAM 14-304 to assess the need for a
financial capability audit. The Z-Score should be interpreted in
accordance with CAM Figure 14-3-1.

a.

Evaluate the trend of a company's Z-Score over the most
recent completed fiscal year and the previous 2 to 4 fiscal
years using the Z-Score model. CAM figure 14-3-1
describes three Z-Score models:

Model I: manufacturing companies that are publicly traded
(primary SIC codes 2000 through 3999)

Model II: manufacturing companies that are privately held
(primary SIC codes 2000 through 3999), and

Model III: non-manufacturing companies (primary SIC
codes other than 2000 through 3999).

Different weights are applied to the components of each model
depending on the type of company being reviewed.

b.

Compare the company's Z-Score to the industry average
over the most recent 3-year period. Obtain the industry
averages from OTST at the same time you obtain the key
ratios discussed in step E-2. A negative trend or score
significantly below average may warrant the need for
further evaluation.

4.

Financial Statement Analysis. Financial statement analysis can
provide insight into negative financial trends and other
conditions that may result in financial distress. Certain financial
statement line items should be evaluated to identify any adverse
trends or other conditions. Specific attention should be paid to
the following areas:

a.
Profit/Loss -- Continued overall net losses will usually
deteriorate a company's cash position.
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b.

Cash Flow -- Cash flow from operating, investing and
financing activities should be evaluated to monitor the
contractor's ability to pay obligations from cash inflows
obtained in the ordinary course of business.
Nonperformance on government contracts will usually
result from insufficient sources of cash to meet current
demands for cash. If a company has to make substantial
borrowings to meet ordinary business expenses, it probably
has financial problems.

c.
Sales -- Significant deterioration of sales should be
monitored since it may directly influence the contractor's
ability to meet ongoing operating costs.

d.

Working Capital -- An analysis of a company's ability to
liquidate current liabilities with current assets may disclose
cash flow problems. Consideration should be given to the
liquidity and market value (especially accounts receivable)
of the current assets.

e.

Net Worth -- A company with little or no net worth (Total
Assets -- Total Liabilities), combined with current
operating losses, presents a significant risk of
nonperformance on government contracts.

f.

The notes to the financial statements and the SEC filings
(10K and 10Q) should be reviewed to determine if
conditions such as those described in CAM 14-304f(2)
exists. This information along with any other questions
raised by newspaper articles, rumors, or review of board of
director minutes should be discussed with the contractor in
order to obtain a full understanding of the issues and any
contractor actions being taken to remedy the situation.
Auditors at corporate offices with multiple
divisions/segments should survey auditors at all
government locations to identify any adverse events.

5.

Internal Controls. The auditor should consider the adequacy of
the contractor's internal control structure relating to financial
planning and monitoring as summarized in the Internal Control
Audit Planning Summary (or the ICQ for FYs 1994 and prior).
Some of the key controls are:

a.
The contractor has written policies and procedures that
require evaluation of current financial conditions in order
to anticipate and avoid adverse conditions.

b.

The contractor conducts periodic assessments of accounts
payable and accounts receivable including analysis of
accounts payable aging and the collectibility of accounts
receivable.
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c.
The contractor conducts periodic assessments to ensure
that it is meeting debt payment schedules and is in
compliance with other loan covenants.

d.
The contractor regularly performs short and long-term cash
flow projections.

e.
The contractor performs periodic assessments of contract
cost performance.

6. Other Indicators

a.

Bond and Debt ratings for publicly held companies should
be reviewed. Low bond ratings or declining trends may
signal problems for the company in obtaining cash outside
of normal operations. Where a conflict exists between
external bond ratings (especially high bond ratings) and
other risk assessments, the auditor should ascertain and
evaluate the reason for the conflict. Bond ratings may not
be indicative of a company's ability to perform on
contracts, and may not consider all information available
to the auditor. Current bond/debt ratings will be provided
along with company ratios for public companies by OTST.

b.

Discuss any plans the contractor may have to enter into
significant leases, make significant capital expenditures,
liquidate assets, borrow significant cash or restructure
existing debt, reduce or delay expenditures, and increase
ownership equity. Verify accuracy of decisions to
supporting data.

c.

Identify and analyze any unusual compensation package or
outstanding loans to other company operations or company
officers that would drain financial resources from an
operating unit with government contracts.

7.

Summarize the results of the risk assessment. The summary
should be maintained as part of the permanent file. Discuss the
results with the ACO. For risk assessments performed at the
corporate office, communicate the results to the auditors
cognizant of the divisions/segments. If a detailed financial
capability audit is needed, proceed to Section F of this audit
program.

8.

If the results of the risk assessment show that there is little risk,
coordinate the results with the requester or the ACO (if self
initiated). If the requester agrees that further audit work is not
necessary, confirm the coordination with the requester in a
memorandum. If the customer desires additional work, tailor
Section F to satisfy the customer needs.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete
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F. Detailed Audit Steps1.  

1.

Obtain Data and Other Information. This section of the
audit program focuses on evaluating the contractor
forecasted cash flows and related information. Obtain
the following information to proceed with the audit:

a.
A cash flow forecast with supporting rationale
covering a minimum of the next 12 months.

b. A current accounts payable aging schedule.

c. Copies of any loan covenants/agreements.

d. Status of any outstanding lines of credit.

e. Debt/Bond payment schedules.

f.
Any updates to status of any adverse condition
noted during the risk assessment.

g.

Any other information the contractor may want the
auditor to evaluate in making the determination
that the contractor has the financial resources to
perform on government contracts.

2.

Update Risk Assessment. Update the risk assessment
data with interim current financial data if there has been
a significant lapse of time since the assessment was
performed.

3.

Review of Cash Flow Projections. The cash flow
forecast covering the next 12-month period should be
evaluated by the auditor. The contractor's certified
public accountants may have performed a 12-month cash
flow projection review during their annual audit.
Determine if this occurred and if it is possible to review
their audit efforts. The evaluation of the cash flow
forecast will form the basic framework for the auditor's
opinion on the contractor's financial capability. The
auditor needs to have a reasonable basis to assure that
the contractor will have sufficient sources of cash to
perform on government contracts.

a.
If the forecast is presented in the form of a
statement of cash flow, verify the amounts to the
forecasted income statement and balance sheet.

b.

Compare significant cash flow line items to actual
historical balances. Determine if sales or
production forecasts and related operating costs
are consistent with recent financial statement
trends and evaluate supporting assumptions.
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c.

Verify that projected sales agree with the
contractor's annual financial plan and indirect rate
forecasts. A list of projected sales or sources of
cash, by contract, should be reviewed by the
auditor and verified to contract data on a sample
basis. Any contracts in a loss position should be
carefully reviewed to determine the extent to
which any additional billings might be made.
Assist audits may be required at multidivisional
organizations.

d.

Other sources of cash should be identified and
verified by the auditor. Any projected collection of
outstanding claims or unliquidated contract
balances should be verified with the appropriate
agency. If a significant projected source of cash is
due to a planned liquidation of accounts
receivable, confirmations may be required to the
extent they were not audited by independent
auditors. Contact the ACO prior to confirming
accounts receivable balances outside the
government. If the ACO requests that receivables
not be confirmed, qualify the report accordingly.
Remember, only the difference between the
beginning and ending balance represents a source
of cash.

e.

Determine if the contractor's ability to achieve its
cash flow forecast is dependent on the favorable
outcome of one or a few key event(s). If so, the
circumstances and chance of occurrence should be
reviewed.

f.

Verify projected uses of cash to the contractor's
annual financial plan and forecasted indirect rate
submission. Review the contractor's production
schedule to determine if the variable uses of cash
such as material purchases and payroll (headcount)
are adequate to support performance assumptions.

g.
Verify that all interest and principle payments on
any debt, loans, or lines of credit are considered in
the forecast.

h.

Determine if the cash flow forecast considers any
adverse conditions that have already been
identified in the auditor's review of existing
financial conditions.

i.
Compare previous cash forecasts with actual cash
flow statements to determine the reliability of past
forecasts.
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j.

Determine whether the contractor has the financial
means to meet ongoing costs of operations in the
near term. If the cash flow forecast is reasonable
and shows that the contractor will meet its
obligations without initiating actions outside the
ordinary course of operations, the contractor's
financial condition will be generally considered
adequate.

A projected shortfall in meeting short term
obligations which requires obtaining cash from
outside the normal course of operations (such as
liquidation of assets, significant loans, or sale of
stock) is considered financial distress.
If a shortfall is not projected, but cash flows are
dependent on significant conditions or events for
which there is significant doubt (such as optimistic
sales of a new product, anticipated contract
awards, or a negative cash flow due to a pending
contingent liability), the contractor would also be
considered to be in a condition of financial
distress.

4.

Financial Flexibility. The auditor should evaluate the
ability of an entity to take effective extraordinary
management actions to alter amounts and timing of cash
flows so it can respond to unexpected needs and
opportunities in the near and long term.

a.

Determine if the contractor has any plans to
minimize the effects of a poor cash flow position.
Such extraordinary management actions may
involve a corporate-wide reorganization which
could involve any or all of the following:

(1) Restructuring of debt
(2) Liquidation of assets
(3) Additional borrowings
(4) Reduced or delayed expenditures
(5) Increase ownership equity
(6) Reduced dividends

b.
Review the following indicators in order to
determine the extent of the contractor's ability to
obtain additional cash:
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(1)

Net worth (Assets -- Liabilities).
Companies with no or little net worth have
a difficult time attracting additional
investment. Lines of credit or additional
borrowings are often guaranteed by
officers' and/or shareholders' personal
assets.

(2)

Current Outside Ratings. Companies with
high debt/bond/stock ratings may be able
to raise additional cash through the
issuance of additional debt, bonds, or
stock. However, it should be noted that
such ratings are only for existing debt,
bonds, and stock. The company's ability to
meet new interest, principle and/or
dividends must be evaluated.

(3)

Liquidation of Assets. In order to raise
cash, a company may sell existing assets.
It is important to determine that such
assets are not secured and are not pertinent
to the continued operations of the
company. Determine any direct or indirect
effects of any planned disposition on
government contracts.

(4)

Bank Line of Credit. Loan covenants
should be reviewed to determine if the
contractor is in compliance with the terms
of the agreement, including maintenance
of established minimum account balances
and ratios. Determine if credit line is
guaranteed by another individual or
corporation. If operating losses continue,
such guarantees may be withdrawn,
thereby eliminating existing lines of credit.
Also, determine the amount of credit
currently outstanding and terms of
repayment on current balances.

5.

Liquidation of Accounts Payable. The auditor should
determine if the contractor is liquidating accounts
payable on a timely basis by reviewing the contractor's
accounts payable aging schedule. Obtain a copy of the
contractor's policy regarding liquidating accounts
payable. For a multidivisional corporation with a
decentralized accounts payable function, the auditor may
need to request assist audits of segments/divisions with
significant accounts payable balances.
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a.

Verify the accounts payable aging schedule to
supporting accounting records. Contractors may
have the capability to manage accounts payable
through various computer sort programs. If the
contractor does not prepare an aging schedule or
perform a similar analysis, the auditor should
report this absence of normal financial
management and budgetary controls as a material
internal control weakness. In this situation, the
auditor should consider evaluating liquidation of
accounts payable utilizing statistical sampling.

b.
Compare debt cancellation dates with cancelled
checks on a sample basis to determine if any
checks are being held.

c.

Evaluate the number of days outstanding. Any
significant deviation from the contractor's policy
should be explained. Significant payables over 90
days should also be explained by the contractor.
Determine if the reason for slow liquidation of
payables is due to inadequate available cash.

6.

Loan Covenants. Review the contractor's loan
agreements and covenants to determine if the contractor
is complying with all of the conditions of the loan such
as maintaining established ratios.

a.

Request the contractor to provide a historical
analysis of the established ratios. Verify
calculations. If the ratios are not being monitored
by the contractor, the auditor should report this as
a material internal control weakness.

b.

Review the debt payments schedules. Verify that
historical payments have been made on a timely
basis. Note future payment requirements for
verification during the contractor's cash flow
forecast.

7.

Bankruptcy. Determine if the contractor has filed a
petition for reorganization with the Bankruptcy Court or
if any legal proceedings have been initiated by vendors
for payment. This condition gives rise to significant
uncertainty as to the contractor's ability to adequately
perform on government contracts. If the contractor has
filed for bankruptcy:

a.
Determine if the ACO has been notified of any
petition for bankruptcy. If not, notify the ACO as
soon as possible.
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b.
Determine what legal provisions exist and obtain
the required financial information to ascertain the
company's continuing financial condition.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Concluding Audit Steps1.  

1.

Summarize the audit results in accordance with
CAM 14-307. Develop an opinion paragraph based on
one of the opinions contained in CAM 14-306.
Submit draft audit report for review.

2. Obtain as necessary regional approval of draft report.

3.
Report separately, in flash report format, any internal
control deficiency found during the audit or
recommendation to restrict interim contract financing.

4.
Coordinate preliminary results with the ACO and or
requestor. If the issues warrant, invite the ACO to
attend the exit conference.

5.

Hold exit conference with contractor and provide a
draft copy of the audit results for contractor written
comment. Significant issues should have already been
discussed with the contractor during the audit. Allow
a reasonable time for the contractor's written
response. Top level contractor management should be
involved in the exit conference if sensitive issues are
going to be discussed or the draft report states there is
some doubt regarding the contractor's ability to
perform on government contracts.

6.
Prepare final report incorporating the contractor's
response (see CAM 14-307).

7.

If the audit is performed at a corporate office,
distribute a copy of the audit report to all government
segments. Include a transmittal letter advising that the
report contains sensitive information and should not
be released outside of DCAA.

8.
Update permanent files and Internal Control Audit
Planning Summary.

Enclosure 1

Listing of Fraud Risk Indicators, Financial Capability Reviews

Version 2.4
1 April 1999
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The following are examples of fraud risk indicators relating to misstatements arising from fraudulent financial
reporting:

a. Risk factors relating to management's characteristics and influence over the control environment.
Examples include:

1. Motivation for management to engage in fraudulent financial reporting. Specific indicators might
include -

A significant portion of management's compensation represented by bonuses, stock options,
or other incentives, the value of which is contingent upon the entity achieving unduly
aggressive targets for operating results, financial position, or cash flow.

1.  

An excessive interest by management in maintaining or increasing the entity's stock price or
earnings trend through the use of unusually aggressive accounting practices.

2.  

A practice by management of committing to analysts, creditors, and other third parties to
achieve what appear to be unduly aggressive or clearly unrealistic forecasts.

3.  

An interest by management in pursuing inappropriate means to minimize reported earnings
for tax-motivated reasons.

4.  

1.  

2. Failure by management to display and communicate an appropriate attitude regarding internal
control and the financial reporting process. Specific indicators might include-

An ineffective means of communicating and supporting the entity's values or1.  

ethics, or communication of inappropriate values or ethics.2.  

Domination of management by a single person or small group without compensating controls
such as effective oversight by the board of directors or audit committee.

3.  

Inadequate monitoring of significant controls.4.  

Management failing to correct known reportable conditions on a timely basis.5.  

Management setting unduly aggressive financial targets and expectations for operating
personnel.

6.  

Management displaying a significant disregard for regulatory authorities.7.  

Management continuing to employ an ineffective accounting, information technology, or
internal auditing staff.

8.  

2.  

3. Nonfinancial management's excessive participation in, or preoccupation with, the selection of
accounting principles or the determination of significant estimates.

3.  

4. High turnover of senior management, counsel, or board members.4.  

5. Strained relationship between management and the current or predecessor auditor. Specific
indicators might include:

Frequent disputes with the current or predecessor auditor on accounting, auditing, or reporting
matters.

1.  

Unreasonable demands on the auditor including unreasonable time constraints regarding the
completion of the audit or the issuance of the auditor's reports.

2.  

Formal or informal restrictions on the auditor that inappropriately limit his or her access to
people or information or his or her ability to communicate effectively with the board of
directors or the audit committee.

3.  

Domineering management behavior in dealing with the auditor, especially involving attempts
to influence the scope of the auditor's work.

4.  

5.  

6. Known history of securities law violations or claims against the entity or its senior management6.  

1.  
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alleging fraud or violations of securities laws.

b. Risk factors relating to industry conditions. Examples include:

1. New accounting, statutory, or regulatory requirements that could impair the financial stability or
profitability of the entity.

1.  

2. High degree of competition or market saturation, accompanied by declining margins.2.  

3. Declining industry with increasing business failures and significant declines in customer demand.3.  

4. Rapid changes in the industry, such as high vulnerability to rapidly changing technology or rapid
product obsolescence.

4.  

2.  

c. Risk factors relating to operating characteristics and financial stability. Examples include:

1. Inability to generate cash flows from operations while reporting earnings and earnings growth.1.  

2. Significant pressure to obtain additional capital necessary to stay competitive considering the
financial position of the entity -- including need for funds to finance major research and
development or capital expenditures.

2.  

3. Assets, liabilities, revenues, or expenses based on significant estimates that involve unusually
subjective judgments or uncertainties, or that are subject to potential significant change in the near
term in a manner that may have a financially disruptive effect on the entity-such as ultimate
collectibility of receivables, timing of revenue recognition, realizability of financial instruments
based on the highly subjective valuation of collateral or difficult-to-assess repayment sources, or
significant deferral of costs.

3.  

4. Significant related-party transactions not in the ordinary course of business or with related entities
not audited or audited by another firm.

4.  

5. Significant, unusual, or highly complex transactions, especially those close to year end, that pose
difficult "substance over form" questions.

5.  

6. Significant bank accounts or subsidiary or branch operations in tax-haven jurisdictions for which
there appears to be no clear business justification.

6.  

7. Overly complex organizational structure involving numerous or unusual legal entities, managerial
lines of authority or contractual arrangements without apparent business purpose.

7.  

8. Difficulty in determining the organization or individuals that control(s) the entity.8.  

9. Unusually rapid growth or profitability, especially compared with that of other companies in the
same industry.

9.  

10. Especially high vulnerability to changes in interest rates.10.  

11. Unusually high dependence on debt or marginal ability to meet debt repayment requirements;
debt covenants that are difficult to maintain.

11.  

12. Unrealistically aggressive sales or profitability incentive programs.12.  

13. Threat of imminent bankruptcy or foreclosure, or hostile takeover.13.  

14. Adverse consequences on significant pending transactions, such as a business combination or
contract award, if poor financial results are reported.

14.  

15. Poor or deteriorating financial position when management has personally guaranteed significant
debts of the entity.

15.  

3.  

d. Additional risk factors at small contractors relating to financial statement validity. Examples include:

General ledger account balances and journal entries do not reconcile to financial statements
submitted.

1.  

Payroll ledgers do not reconcile to financial statements submitted.2.  

4.  
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Comparative financial statement amounts for prior years do not match the amounts in prior financial
statements.

3.  

Current financial statement account balances are exactly the same as in prior years.4.  

A history of submitting false financial data exists.5.  

Account balances appear to be rounded at recurring intervals.6.  

Financial statements do not balance.7.  

Financial statements are not compiled or reviewed by an external accountant and company personnel
responsible for preparation appear unqualified.

8.  

Financial statements have apparent alterations or appear sloppy.5.  

Multiple versions of financial statements or general ledgers are found to exist.6.  

Enclosure 2

Cash Flow Ratios

Version 2.4
1 April 1999

Cash Flow Ratios can help evaluate a contractor's financial performance in terms of both strength and
profitability. Ratios are most useful when computed over a period of years to determine averages and trends
(isolated ratios provide limited information about a single period). Efficiency ratios, such as Cash Flow Return on
Assets and Cash Flow to Sales, can be used to evaluate how well the company generates cash flows relative to
other years and other companies. Sufficiency ratios, such as Cash Flow Adequacy and Debt Coverage, can be
used to evaluate the adequacy of cash flows for meeting a company's needs.

OTST can provide all four ratios for publicly traded companies. OTST can provide industry averages on ratios A,
B, and D. Requests for cash flow ratios should be submitted directly to OTST using the Excel file
S&P_REQ.XLT available on the Agency's Bulletin Board.

A. Cash Flow Return on Assets -- Represents cash from operations divided by total assets. The cash flow
return on assets measures the cash generation from assets (as opposed to income generated from assets).

1.  

B. Cash Flow to Sales -- Represents cash from operations divided by sales. The cash flow to sales ratio
shows the percentage of each sales dollar realized as cash from operations.

2.  

C. Cash Flow Adequacy -- Represents cash from operations divided by the sum of: long-term debt paid,
purchases of assets, and dividends paid. The cash flow adequacy ratio measures the contractor's ability to
generate cash sufficient to cover its primary cash requirements to pay its debts, reinvest in its operations
and make distributions (dividends) to owners.

3.  

D. Debt Coverage -- Represents total debt divided by cash from operations. The debt coverage ratio
estimates how many years it will take to retire all debt at the current level of cash from operations.

4.  

Next Section

Open this portion of the document in Word (62 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APIMPACT

Audit Program for CAS Impact Proposal Evaluations

Version 2.1
1 April 1998

Defense Contract Audit Agency
Audit Program for CAS Cost Impact Proposal Evaluations

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

To provide general objectives to be considered in reviewing cost impact proposals. Additional detailed
audit steps should be prepared to satisfy unique contractor circumstances or proposal submissions. This
program does not replace auditor judgment. It should be tailored to the audit scope of the particular
assignment. The revised audit program must reflect a mutual understanding between the auditor and
supervisor as to the scope required to meet audit standards and objectives.

2.  

B. References
1. CAM 10-807, Audit Reports -- Cost Impact Statements1.  

2. CAM 8-500, Review of Cost Impact Proposals Submitted Pursuant to the Cost Accounting
Standards Clause

2.  

3. CAS Board Regulations (Especially 9903.306)3.  

4. DoD CAS Working Group Guidance Papers: 6, 7, 8, 9; 77-12, 14, 17; 79-234.  

5. CAS Clause DAR 7-104.83(b), FAR 52.230-2 and 3 or other applicable regulations5.  

6. DAR 3-1212 and 1214; FAR 30.602-2 and 30.602-36.  

3.  
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C. Preliminary Audit Effort
1. Coordinate audit report due date with ACO
and request technical assistance in reviewing
estimates to complete, if needed.

1.  

2. Diagram the chronological events showing all
pertinent dates, such as effective date,
applicability date, date of triggering contract,
ACO determination dates, etc.

2.  

3. Evaluate the basis of the contractor's proposal.
If the submission is not adequate advise the
ACO and recommend that a proper proposal be
obtained. The impact on each contract/
subcontract should include (where appropriate):
(a) target/estimated cost, (b) target profit or fee,
(c) sharing ratio, (d) ceiling price, (e) cost
impact, (f) profit or fee impact, (g) total impact.

3.  

4. Determine the reason for the price adjustment
(see clauses below). Include copies of pertinent
audit reports, such as the noncompliance report,
in the audit file. Obtain as well a copy of the
ACO's final noncompliance determination.

a. FAR 52.230-2(a)(4)(i) Mandatory
accounting change. Equitable adjustment
under of CAS clause.

1.  

b. FAR 52.230-2(a)(4)(ii) and -3(a)(3)(ii)
Voluntary change (not agreed to by
Government). No increased cost to
Government.

2.  

c. FAR 52.230-2(a)(4)(iii) and -3(a)(3)(ii)
Agreed to change. Change with which
Gov't agrees. Equitable adjustment
under of CAS clause.

3.  

d. FAR 52.230-2(a)(5), -3(a)(4), and -4
Noncompliance with CAS or disclosed
practice. Downward adjustment for any
increased cost.

4.  

4.  

5. Obtain confirmation from the ACO that the
proposal includes all affected prime contracts
and subcontracts.

5.  

6. Determine if the contractor is contemplating
any modifications to the proposed cost impact.
Coordinate with the contractor and ACO to

6.  

1.  
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avoid unnecessary audit effort.
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Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Requirements
1. Perform a yearly reconciliation of firm and
anticipated business base, allocating total costs
before and after the accounting practice change.
This provides a check on the contractor's
calculations and should also reveal any impact
resulting from changes other than the identified
change in accounting practice (e.g., increased
efficiency). When multiple changes are involved,
separate impacts should be calculated for each
change. If this is not practical, and changes are
combined, this should be coordinated with the
contractor and ACO.

1.  

2. For changes required to implement a new
standard, verify that only those contracts and
subcontracts awarded prior to the standard's
effective date are included in the claim for
equitable adjustment.

2.  

3. Cost impact for noncompliance
(FAR 52.230-2 (a)(5)) should be computed
from the date the noncompliance first
occurred until the date the practice was
corrected.

3.  

4. Specific steps needed to verify the contractor's
cost impact submission will depend on whether
the cost impact is due to a change to an
accounting practice or to a noncompliance.
Depending on the reason for the cost impact,
the following guidance should be used when
reviewing the cost impact proposal.

a. Changes to accounting practices1.  

Cost adjustments for mandatory changes
[(a)(4)(i)], voluntary changes [(a)(4)(ii)],
and agreed to changes [(a)(4)(iii)] are
based on the difference between the
current estimate to complete using the
old accounting practice and estimates
to complete using the new cost
accounting practices.

2.  

b. Noncompliance

(1) Under firm fixed-price contracts,1.  

3.  

4.  

1.  
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increased cost is measured by the
difference between the contract price
agreed to and the contract price that
would have been agreed to had the
contractor proposed in accordance
with the cost accounting practices
actually used during contract
performance. [(9903.306(b)]

(2) On flexibly priced contracts,
"increased cost" is the difference
between the current estimated cost at
completion under the noncompliant
method and the same estimate
reconstructed under the compliant
method. [CAM 8-503.3]

2.  

(3) The cost adjustment shall include
an amount for interest per paragraph
(a)(5) of the CAS clause. It is
generally not practical to compute
this amount until negotiations are
complete. However, a statement
should be included in the audit
report concerning this requirement.

3.  

5. Working papers should reconcile the cost shift
by year to identify the impact on non CAS
covered contracts and anticipated business.
This need not be done on an individual contract
basis, but should be sufficient to identify the
impact on commercial and other Government
work separately.

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize results of audit and discuss with
the supervisor or FAO technical specialist.

1.  

2. Prepare report in accordance with
CAM 10-807.

2.  

3. Hold an exit conference with the contractor in
accordance with CAM 4-304.

3.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Additional Detailed Audit Steps1.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/029/0048Z029DOC.HTM (4 of 5) [11/19/1999 3:30:40 PM]



(Use Separate Page)1.  

Next Section

Open this portion of the document in Word (18.5 KB)
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Open this portion of the document in Word (53 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APINDR

Audit Program for Indirect and Other Direct Cost Controls

Version 2.5
1 July 1999

Defense Contract Audit Agency

Audit Program for Reviewing and Reporting on
Contractor Indirect/ODC System and Related Internal Controls

Contractor's Name: ______________________
Assignment Number: _____________________
Field Audit Office: _______________________

1.  

Date Assigned: ______________________

Auditor Assigned: ____________________

______________________________
Supervisor's Signature Indicating
Approval (Obtain Signature Before
Starting Audit)

Note: Those steps not required should be marked "Not Applicable" (N/A). Portions of the audit that are
covered in other assignments (e.g., incurred cost, Disclosure Statement, and other internal control audits)
should be referenced at the appropriate place in this program.

A. Purpose and Scope

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractors Indirect/ODC system and related internal controls (including
both manual and computerized activities) to plan related contract audit effort. This requires that the auditor assess
the adequacy of the contractor's policies and procedures, whether they have been implemented, and if they are
working effectively.

Document the understanding of the Indirect/ODC System internal control in working papers and permanent
files.

1.  

Test the operational effectiveness of Indirect/ODC System internal controls.2.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.3.  

Report on the understanding of the Indirect/ODC System internal control and assessment of control risk and the
adequacy of the system for government contracts.

This audit program is limited to the review of the Indirect/ODC System and related internal controls for major
contractors, nonmajor contractors where the system is considered significant, and other contractors with
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substantial negotiated firm-fixed price contracts. Only those controls directly related to the contractor's
Indirect/ODC System, as defined below, will be audited under this assignment. Controls for interrelated audit
concerns regarding the adequacy of the contractor's other major systems (i.e., Labor, MMAS, etc.) will be audited
under separate assignments. While the controls for these areas are not part of this audit, the results of all audits of
these interrelated controls must be considered in forming an overall audit conclusion on the Indirect/ODC System
internal control. The results of this audit should be commented on in reports on related audit areas.

When performing an update or follow-up review, the audit steps below should be adjusted and tailored
accordingly. To the extent possible, prior audit effort should be used as a basis for validating the contractor's
internal control.

Before beginning this review, the auditor should inquire about internal control reviews performed by the
contractor or its external auditor relating to this audit area. In those cases where internal control reviews have been
performed, the auditor should follow the guidance contained in CAM 4-1000, Relying Upon the Work of Others.

Before performing any review of internal controls, the auditor should determine that the system contemplated for
review is material to the Government. Once it is determined that the system is material to the Government, the
auditor should reassess the materiality of each section in the internal control audit program before performing any
audit steps in that section. The scope of any audit depends on individual circumstances. The auditor is expected to
exercise professional judgment, considering vulnerability and materiality, in deciding the scope of audit to be
performed.

The internal control matrix (see Attachment 1) shows the interrelationships among the control objectives, control
activities, and audit procedures used in this audit program. The control objectives and the audit procedures have
been fully integrated into this audit program; therefore, the matrix is not needed unless it is desirable to see the
associated control activities and the interrelationships in a matrix format.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Preliminary Audit Effort
1. Research and Planning

a. Review and become familiar with applicable sections of CAM and any recent Headquarters
guidance not incorporated in the CAM.
b. Review the extent and results of the contractor's self-governance activities, internal and
external audits, and coordinated audits, etc., related to the Indirect/ODC System. Where
internal or external audits have been performed, the auditor should follow the guidance
contained in CAM 4-1000, Reliance on the Work of Others. Document your review.
c. Review the permanent file for:

(1) Existence of contractor Indirect/ODC policies and procedures.
(2) Organization charts depicting the functional areas responsible for
the processing of indirect/ODC data.
(3) Indirect/ODC system flowcharts providing a pictorial overview of
all manual and computerized processing steps.
(4) Information systems documentation:

(a) Pertinent record layouts of files created
and/or used during the processing of
Indirect/ODC related transactions.
(b) Source documents.
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(c) Information on the conversion of documents
to computer media.
(d) Subsidiary or master files affected by the
system.
(e) Relevant reports, journals, and ledgers
produced in the flow of information to the
Indirect/ODC System reports.

(5) Employee awareness training programs.
(6) Listings of current government contracts.
(7) Past Indirect/ODC System audit results and Internal Control
Audit Planning Summaries (ICAPS) including any corrective
actions taken.
(8) CAS compliance reviews impacting this review.
(9) Chart of accounts.
(10) Audit lead sheets.
(11) The analysis of the control environment and the results of
any other audits, for internal control weaknesses that may impact
this review.

d. Discuss the planned review of the Indirect/ODC System internal controls with the
administrative contracting officer and, if appropriate, other customers to identify,
understand, and document their concerns or areas which should be reviewed.
e. In planning and performing the audit, consider fraud risk indicators specific to the
type of audit being performed. Examples of fraud risk indicators for the subject audit
area are contained in the following sources:

Handbook on Fraud Indicators for Contract Auditors, Section II.3.
(IGDH 7600.3, APO -- 31 March 1993)
CAM Figure 4-7-3

Throughout the course of the audit, document any identified risk indicators and
your response/actions to the identified risks. If no additional audit steps are
required or no risk indicators are identified, document this in the audit program or
working papers.

2. Entrance Conference and Preparation
a. Prepare a written memorandum to the contractor to arrange an entrance
conference, covering the areas highlighted in CAM 4-302 and any specific data or
pertinent information not yet provided.
b. Conduct an entrance conference as outlined in CAM 4-302, with particular
emphasis on:

(1) Requesting the contractor to provide, if applicable (see
step E.4.), a demonstration of the Indirect/ODC System
transaction flow including data input, data processing, data
output, and related internal controls.
(2) Any changes in the indirect/ODC processing job stream
since the last review.
(3) The contractor's monitoring process to ensure that
established manual and computerized controls are
functioning as intended.
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(4) Any identified weaknesses which may have been
reported and related follow-up actions taken.

3. Initial Risk Assessment
a. Analyze pertinent information extracted from the permanent file and data
provided by the contractor at the entrance conference to determine if any
additional clarification is required at this time.
b. Determine the indirect/ODC cost process employed by the contractor and
to what degree a computerized system is used.
c. Perform a high level cursory review to determine if the following exist:

(1) A functional organization with defined
organizational responsibilities.
(2) A written description of the work flow in the
process.
(3) Policies and procedures for effectively controlling
the process.

d. Based on the contractor's assertions and the information obtained from
other relevant sources, prepare a preliminary audit risk assessment to identify
those control areas requiring further audit effort.

C. Control Environment
The control environment sets the tone of an organization, influencing the control consciousness of its
people. It is the foundation for all other components of internal control, providing discipline and structure.
The auditor should obtain a sufficient understanding of the control environment to determine the impact
that it may have on the overall effectiveness of the Indirect/ODC System internal controls.
1. Obtain a copy of the most recently completed ICAPS for the Control Environment and Overall
Accounting Controls. Review the rationale behind any moderate or high risk assessment ratings and
determine the potential impact, if any, on the effectiveness of the indirect/ODC system internal controls.
2. If a review of the control environment has not been recently performed, review all documented prior
audit experience with the contractor, including permanent files, relevant audit reports and working papers,
suspected irregular conduct (SIC) referrals and discussions with prior auditors. Obtain an understanding
of the following factors:

a. Integrity and ethical values.
b. Commitment to competence.
c. Board of directors and/or audit committee participation.
d. Management's philosophy and operating style.
e. Organizational structure.
f. Assignment of authority and responsibility.
g. Human resource policies and procedures.

3. Document the overall assessment of the control environment and the impact that it has on the review of
the Indirect/ODC System.

D. Contractor's Risk Assessment
The auditor should develop a sufficient understanding of the risk assessment process currently employed
by the contractor in terms of its identification, analysis, and management of risks relevant to the
preparation of indirect/ODC contract cost data.
1. Meet with responsible personnel to obtain an overview of the various risk factors considered by
management.
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2. Once the various risk factors are identified, obtain an understanding of how management identifies the
risks, estimates the significance of risks, assesses the likelihood of their occurrence, and relates them to
contract reporting.
3. If applicable, obtain an overview of any plans, programs, or actions management may initiate to
address specific risks. Keep in mind that, depending on the nature of specific risks, management may
elect to accept a given risk due to costs or other considerations.
4. Document your overall understanding of the contractor's risk assessment practices.

E. Information and Communications
Information and communication processes consist of the methods and records established to record,
process, summarize, and report contract cost data. The auditor should develop a sufficient understanding
of the contractor's information and communication processes (relevant to contract cost data) to identify
the significant classes of transactions and how they are initiated, processed, controlled, and reported.
1. Since the accounting and EDP systems are integral components of information and communication
processes, obtain a copy of the most recently completed Internal Control Audit Planning Summaries for
the Environment and Overall Accounting Controls and the EDP System General Internal Controls.
Review the rationale behind any moderate or high risk assessment ratings and determine the potential
impact, if any, on the Indirect/ODC System internal controls. Document your review.
2. Review relevant permanent files, prior audit working papers, and any prior contractor demonstrations
of its Indirect/ODC System information and communication processes. Document your review.
3. Review information in the permanent files related to the contractor's status of Year 2000 compliance.
Ascertain if the contractor has modified or replaced any hardware or software that directly affects the
Indirect/ODC system. If modified or replaced, have the contractor demonstrate the effects in step E.5.
below and consider the internal control risk implications when performing tests of controls in step E.6. If
not modified or replaced, and the audit is performed in the contractor's fiscal year which contains the date
1 January 2000, have the contractor demonstrate why the system is not affected by Year 2000 computer
problems and consider increasing tests of controls in step E.6
4. Determine if the contractor has made changes to the information and communication processes in its
Indirect/ODC System since the last demonstration. Review the changes. If no prior systems
demonstration was performed, have the contractor provide one. Contractor representatives providing the
demonstration should possess a detailed knowledge of the Indirect/ODC System. The demonstration
provides the auditor an opportunity to query contractor personnel regarding internal controls and how
they are monitored. The auditor should ensure that the demonstration addresses the internal control
objectives in section G. of this audit program.
5. The contractor should include appropriate manual and computerized controls in its information
processing that check for accuracy, completeness, and proper authorization of estimating related
transactions.

a. Have the contractor identify and demonstrate all access controls to the
Indirect/ODC System application and related transactions.

(1) Compare the contractor disclosed controls with the
generic access control listing contained in CAM 5-1406.1
and identify any controls not incorporated in the
application.
(2) Verify the existence and adequacy of the contractor
disclosed access controls. Discuss any apparent deficiencies
with the contractor.
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b. Have the contractor identify and demonstrate all data input controls to the
Indirect/ODC System application and related transactions for originating,
authorizing, collecting, preparing, and approving input transactions.

(1) Compare the contractor disclosed controls with the
generic input control listing contained in CAM 5-1406.2
and identify any controls not incorporated in the
application.
(2) Verify the existence and adequacy of the contractor
disclosed input controls. Discuss any apparent deficiencies
with the contractor.

c. Have the contractor identify and demonstrate all processing controls for the
Indirect/ODC System which ensure all authorized transactions are processed
accurately and properly.

(1) Compare the contractor disclosed controls with the
generic processing control listing contained in CAM
5-1406.3 and identify any controls not incorporated in the
application.
(2) Verify the existence and adequacy of the contractor
disclosed processing controls. Discuss any apparent
deficiencies with the contractor.

d. Have the contractor identify and demonstrate controls related to the
identification, correction, and resubmission of rejected data.

(1) Compare the contractor disclosed controls with the
generic error detection and correction control listing
contained in CAM 5-1406.4 and identify any controls not
incorporated in the application.
(2) Verify the existence and adequacy of the contractor
disclosed error detection and correction controls. Discuss
any apparent deficiencies with the contractor.

e. Have the contractor identify and demonstrate controls related to ensuring the
output accuracy of computer program-processing.

(1) Compare the contractor disclosed controls with the
generic output control listing contained in CAM 5-1406.5
and identify any controls not incorporated in the
application.
(2) Verify the existence and adequacy of the contractor
disclosed output controls. Discuss any apparent deficiencies
with the contractor.

6. Selectively trace recorded amounts through the Indirect/ODC System to validate your understanding of
the information and communication processes in the Indirect/ODC System. Any discrepancies between
your understanding and the contractor's demonstration should be noted and resolved prior to completing
the remainder of this review.
7. Document your confirmed understanding of the contractor's Indirect/ODC System information and
communication processes and obtain a written confirmation from the contractor indicating that they agree
with this understanding.

F. Monitoring
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Monitoring is a process that assesses the quality of internal control performance over time. It involves
assessing the design and operation of controls on a timely basis and taking necessary corrective actions.
The auditor should develop a sufficient understanding of the contractor's ongoing monitoring activities
and/or separate evaluations related to the Indirect/ODC System internal controls.
1. Determine if ongoing monitoring procedures are incorporated into the normal recurring activities of the
contractor's organization. These procedures should include regular management and supervisory
activities.
2. Where applicable, determine the extent of internal audit involvement in performing monitoring
functions through separate evaluations.
3. Determine and document the extent of monitoring activities being performed by external parties.
4. Document your overall understanding of the monitoring activity being performed at the contractor's
location and determine the impact it will have on the review of the Indirect/ODC System.

G. Control Objectives and Activities
The auditor should obtain an understanding of the contractor's control activities (policies and procedures)
for each relevant Indirect/ODC System control objective. A detailed understanding of control activities is
essential to the assessment of control risk for each objective. Indirect/ODC System primary control
objectives and examples of control activities, as they relate to U.S. Government contracts, are provided in
Attachment 1 (ICM-INDR). The audit procedures in this section, organized by control objective, are also
included in the attachment.
The auditor should review contractor internal and/or external audits to determine if any control activities
have already been reviewed and if reliance can be placed on such reviews.
In performing the following audit procedures to understand the contractor's control activities, the auditor
should recognize that while obtaining an understanding of the other components of internal control
(control environment, contractor risk assessment, information and communications, and monitoring),
he/she is likely to have obtained some level of knowledge about control activities. The auditor should
utilize this knowledge in determining the additional time needed to obtain a sufficient understanding of
the contractor's control activities.
1. Contractor Compliance Reviews

Objective: Management should periodically perform independent reviews of the
Indirect/ODC System policies and procedures to ensure that they comply with
applicable laws and regulations, have been implemented, and are working
effectively.
a. Review the contractor's policies and procedures to determine if they require the
periodic review of established policies and procedures to ensure that they comply
with applicable Federal laws and regulations.
b. Review the nature and extent of management's most recent review of established
policies and procedures to determine if it complies with established review policies
and procedures.
c. Review the contractor's policies and procedures to determine if they require
periodic management review of actual Indirect/ODC System practices.
d. Review recent management review activity to determine if the contractor is
performing reviews in accordance with time frames and guidelines established in
the policies and procedures.
e. Identify any reviews which may have an impact on this audit and review the
reports and supporting working papers to determine if any system deficiencies
were noted and the extent to which you can rely on the work performed (See CAM
4-1000).
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f. Review the contractor's policies and procedures to determine if they provide for
adequate follow-up on management review findings and recommendations.
g. For reviews identified in step G.1.e. above,

(1) Determine if reported findings and recommendations were
resolved in accordance with established policies and procedures.
(2) If deficiencies have been identified and not resolved, evaluate
the contractor's calculation of the cost impact and actions taken to
ensure that appropriate adjustments were made to government
contract billings.

2. Training.
Objective: Ensure that assigned personnel have sufficient training, experience, and
guidance to perform Indirect/ODC functions in accordance with established
policies and procedures.
a. Review the contractor's policies and procedures to determine if they require
periodic training of all employees involved in the Indirect/ODC system.
b. Review records of completed training, or other evidence, indicating that
appropriate employees have been trained in accordance with established policies
and procedures.

3. Preparation of Indirect/ODC Submissions
Objective: Ensure that Indirect/ODCs proposed, billed, or claimed on U.S.
Government contracts are consistent with applicable FAR and CAS requirements.
Review the contractor's policies and procedures to determine if they adequately
cover the preparation of Indirect/ODC proposals, billings, and claims on U.S.
Government contracts.

4. Allowability of Selected Indirect/ODC
Objective: Ensure that Indirect/ODCs for year(s) under audit are properly
identified as allowable or unallowable, including directly associated cost, for U.S.
Government contract costing, billing, and pricing purposes (CAS 405/FAR
31.201-2 and 31.201-6).
a. Review the most recently completed CAS 405 compliance review to determine
if the contractor's policies and procedures for segregating unallowable costs were
in compliance with applicable CAS requirements, and were working effectively.
Follow-up on previously reported instances of noncompliance. (Note: Effective
with MRD 98-PAC-133, dated 30 September 1998, separate assignments will no
longer be established for compliance testing of CAS 405)
b. At least every third year, test selected transactions during incurred cost/ODC
audits to determine that the internal controls are functioning as prescribed (see
CAM 5-108). Simultaneously with transaction tests, the auditor should periodically
trace transactions through the system to obtain reasonable assurance that there are
no significant internal controls weaknesses.

5. Allocability of Indirect/ODCs
Objectives:

Ensure that Indirect/ODCs for year(s) under audit are classified consistently
between direct and indirect (CAS 402/FAR 31.202 and 31.203(a)) and
properly allocated to cost objectives in accordance with applicable FAR and
CAS requirements.
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Ensure that the contractor is in compliance with CAS 406, "Cost Accounting
Period"
a. Review the most recently completed CAS 403, 410, and 418 compliance
reviews to determine if the contractor's policies and procedures for allocating
indirect/other direct costs were in compliance with applicable FAR and CAS
requirements, and were working effectively. Follow-up on any reported
instances of noncompliance.
b. Determine if the indirect rate structure to accumulate actual costs is
consistent with the indirect rate structure used to prepare forward pricing
indirect rates for the same year (CAS 401/FAR 31.201-1 and 31.203(d)).
c. Determine that the contractor followed consistent practices in selecting the
cost accounting period(s) in which any types of expense and any types of
adjustment to expense are accumulated and allocated and that the same cost
accounting period is used for indirect pools and allocation bases (CAS
406/FAR 31.203(e)).

H. Assessment of Control Risk
1. Considering all five components of internal control, assess control risk for each of the relevant
control objectives identified in section G. For each of the objectives, summarize the characteristics
which support the assessed level of control risk and specifically identify any internal control
weaknesses or system deficiencies.
2. Determine if the system is adequate to reasonable assure proper pricing, administration, and
settlement of Government contracts in accordance with applicable laws and regulations.
3. Based on the assessments above, determine the impact on the scope of other audits.
4. Update the Internal Control Audit Planning Summary (see CAM 3-305).
5. Coordinate the results of audit with the supervisor. The supervisor and the FAO manager should
review and initial the ICAPS before the exit conference is performed. If it is determined that
additional audit steps are needed, any additional planned audit effort should be accomplished as part
of this review or immediately thereafter. Any delays in completion of this audit effort should be
documented and approved by management.

I. Summary Audit Steps
1. Prepare a draft audit report in accordance with CAM 10-400. If applicable, prepare a separate CAS
noncompliance report.
2. Conduct an exit conference with the contractor in accordance with CAM 4-304.
3. Finalize the audit report incorporating the contractor's response and audit rejoinder.
4. If the contractor has EVMS covered contracts, provide comments in the audit report on whether any
findings are likely to impact the contractor's EVMS. Discuss findings and recommendations relating to
the EVMS with the Contract Administration Office EVMS Monitor prior to issuance of the report.
Immediately evaluate the impact of these findings on specific EVMS covered contracts and provide the
details in flash EVMS surveillance reports (11-209.2.e).
5. Update the permanent file in accordance with CAM 4-405.1b (MAAR #3).

Total

Attachment 1 -- ICM-INDR

Internal Control Matrix -- Audit Program for Indirect and Other Direct Cost Controls
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Version 3.0
1 July 1999

Review and Evaluation of
Indirect and Other Direct Costs

Control Objectives Control Activities Audit Procedures

1. Contractor Compliance Reviews
Management should periodically perform
independent reviews of the Indirect/ODC
System policies and procedures to ensure
that they comply with applicable laws and
regulations, have been implemented, and
are working effectively.

Periodically review and update
indirect/other direct cost policies and
procedures to ensure that they comply
with applicable laws and regulations.

a. Review the contractor's policies and
procedures to determine if they require
periodic review of established policies and
procedures to ensure that they comply with
applicable Federal laws and regulations.

   

b. Review the nature and extent of
management's most recent review of
established policies and procedures to
determine if it complies with established
review policies and procedures.

 

Periodically review actual indirect/other
direct costs system practices to determine
if established policies and procedures
have been properly implemented and are
operating effectively. The following areas
warrant special consideration:
employee knowledge and compliance
with policies and procedures.
Composition of indirect cost pools and the
bases over which they are allocated.
Expense accounts should be periodically
sampled to ascertain if unallowable costs
are properly identified.
Consistency in the classification of costs
as allowable and unallowable.
Treatment of miscellaneous income,
credits, rebates, and discounts.

c. Review the contractor's policies and
procedures to determine if they require
periodic management review of actual
Indirect/ODC System practices.
d. Review recent management review
activity to determine if the contractor is
performing reviews in accordance with time
frames and guidelines established in the
policies and procedures.
e. Identify any reviews which may have an
impact on this audit and review the audit
reports and supporting working papers to
determine if any system deficiencies were
noted and the extent to which we can rely on
the work performed (see CAM 4-1000).

 
Provide for action and follow-up on
recommendations resulting from
management reviews.

f. Review the contractor's policies and
procedures to determine if they provide for
adequate follow-up on management review
findings and recommendations.

   

g. For reviews identified in step 1.e. above:
(1) Determine if reported findings and
recommendations were resolved in
accordance with established policies and
procedures.
(2) If deficiencies have been identified and
not resolved, evaluate the contractor's
calculation of the cost impact and actions
taken to ensure that appropriate adjustments
were made to government contract billings.
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2. Training
Ensure that assigned personnel have
sufficient training, experience, and
guidance to perform Indirect/ODC
functions in accordance with established
policies and procedures.

Provide training to employees involved in
the indirect/other direct cost system on the
provisions contained in CAS and FAR
relating to allowability, allocability, and
reasonableness of costs and on how to
prepare the annual incurred cost
submission. This training should include
both new hire training and periodic
updates for experienced employees.

a. Review the contractor's policies and
procedures to determine if they require
periodic training of all employees involved
in the indirect/ODC system.
Review records of completed training, or
other evidence, indicating that appropriate
employees have been trained in accordance
with established policies and procedures.

3. Preparation of Indirect/Other Direct
Cost Submissions
Ensure that indirect/other direct costs
proposed, billed, or claimed on U.S.
Government contracts are consistent with
applicable FAR and CAS requirements.

Establish and maintain policies and
procedures covering the preparation of
indirect/other direct cost proposals,
billings, and claims on U.S. Government
contracts. These policies and procedures
should provide for:
Reconciliation with actual indirect/other
direct costs where applicable, including
appropriate explanations for any
adjustments.
Appropriate documentation and
explanations for how applicable
unallowable costs have been segregated
from amounts proposed, billed, or
claimed.

Review the contractor's policies and
procedures to determine if they adequately
cover the preparation of indirect/ODC
proposals, billings, and claims on U.S.
Government contracts.

4. Allowability of Selected Indirect/ODCs
Ensure that Indirect/ODCs for year(s)
under audit are properly identified as
allowable or unallowable, including
directly associated cost, for U.S.
Government contract costing, billing, and
pricing purposes (CAS 405/FAR 31.201-2
and 31.201-6 ).

Establish policies and procedures to
ensure that unallowable indirect/other
direct costs, including directly associated
costs, can be segregated from allowable
costs at some point in time between
incurrence of the costs and their
submission in any proposal, billing, or
claim to the U.S. Government. The
method and timing of such cost
segregation is discretionary; however,
documentation should exist which will
provide the means of verifying that proper
segregation of costs has been
accomplished.

a. Review the most recently completed CAS
405 compliance review to determine if the
contractor's policies and procedures for
segregating unallowable costs are in
compliance with applicable CAS
requirements, have been implemented, and
are working effectively. Follow-up on
previously reported instances of
noncompliance. (Note: Effective with MRD
98-PAC-133, dated 30 September 1998,
separate assignments will no longer be
established for compliance testing of CAS
405)

   

b. At least every third year, test selected
transactions during incurred cost/ODC
audits to determine that the internal controls
are functioning as prescribed (see CAM
5-108). Simultaneously with transaction
tests, the auditor should periodically trace
transactions through the system to obtain
reasonable assurance that there are no
significant internal controls weaknesses.
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5. Allocability of Indirect/ODCs
Ensure that Indirect/ODCs for year(s)
under audit are classified consistently
between direct and indirect
(CAS 402/FAR 31.202 and 31.203(a)) and
properly allocated to cost objectives in
accordance with applicable FAR and CAS
requirements.
Ensure that the contractor is in
compliance with CAS 406, "Cost
Accounting Period."

Policies and procedures are established
which provide that indirect/other direct
costs are properly allocated in accordance
with applicable FAR and CAS
requirements.

a. Review the most recently completed CAS
403, 410 and 418 compliance reviews to
determine if the contractor's policies and
procedures for allocating indirect/other
direct costs are in compliance with
applicable FAR and CAS requirements, and
were working effectively. Follow-up on any
reported instances of noncompliance.
b. Determine if the indirect rate structure to
accumulate actual costs is consistent with
the indirect rate structure used to prepare
forward pricing indirect rates for the same
year (CAS 401/FAR 31.201-1 and
31.203(d)).
c. Determine that the contractor followed
consistent practices in selecting the cost
accounting period(s) in which any types of
expense and any types of adjustment to
expense are accumulated and allocated and
that the same cost accounting period is used
for indirect pools and allocation bases (CAS
406/FAR 31.203(e)) (Note: Effective with
MRD 98-PAC-133, dated 30 September
1998, separate assignments will no longer be
established for compliance testing of CAS
406.)

Next Section

Open this portion of the document in Word (53 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APINSURE

Audit Program for Insurance Costs

Version 2.0
29 December 1995

Defense Contract Audit Agency
Audit Program for Insurance Costs

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

Note: This program must be tailored to the requirements of each audit, based on the types of insurance
coverage, the methods of coverage (i.e., purchased or self-insurance), audit risk assessment, prior audit
coverage, etc. In almost all cases, DCAA auditors will review insurance costs as part of a Contractor
Insurance and Pension Review (CIPR). Accordingly, the ultimate audit program should reflect a mutual
understanding between the CIPR team captain, the auditor, and the supervisor as to the scope required to
meet auditing standards, and DLA and DCAA objectives for the insurance audit assignment.

The purpose of the audit is to determine whether a contractor's insurance costs claimed on Government
contracts meet the measurement and allocability requirements of Cost Accounting Standard 416,
"Accounting for Insurance Costs," and are allocable, reasonable, and allowable per the applicable
provisions of FAR Subpart 31.2. DCAA has a joint responsibility with DLA for the audit of insurance cost;
thus, the audit scope should be established accordingly. Guidance contained in 5-803 should be reviewed
by the auditor prior to the start of the review.

1.  

Insurance costs represent a significant Government contract cost item, and include many types of insurance
subject to audit review. Examples of types of insurance costs are workers' compensation, group health,
group life, disability coverage, general liability, automobile liability, aircraft liability, professional liability,
product liability, and casualty (including fire insurance, fidelity bonds, and insurance on the lives of

2.  
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officers and owners). Each type of insurance presents unique problems and must be reviewed on an
individual basis. The audit program steps are intended to cover all aspects of insurance accounting,
focusing on the allowability and allocability of such costs and compliance with appropriate Cost
Accounting Standards and FAR Subpart 31.2. Full implementation of the audit steps requires (1)
knowledge of the basic concepts of insurance accounting, (2) familiarity with insurance terminology, and
(3) understanding of CAS 416, and FAR Parts 28 and 31. Auditors should have a full understanding of the
contractor's insurance plans and provisions and the methods used for filing and paying claims. Insurance
company reports are an essential part of insurance cost supporting documentation, requiring testing and
understanding.

Although this audit program includes many references to cost containment and risk management measures,
and performance of the detailed audit steps could result in recommendations involving the reasonableness
of insurance costs and the economy and efficiency of contractor insurance operations, other types of audits
may be conducted which also result in reasonableness and economy and efficiency determinations. For
example, as part of a compensation review, a determination of the reasonableness of employees' insurance
coverage would be one of the considerations in determining the overall reasonableness of the
compensation plan. It is important that the various types of audits be integrated in the program plan to
assure appropriate, comprehensive coverage of contractor insurance costs.

3.  

This program is not all inclusive. Supplement the program as necessary to cover additional insurance areas
unique to individual contractors.

4.  

B. References
1. FAR Part 28, Bonds and Insurance and 31, Cost Principles and Procedures1.  

2. CAS 416, Accounting for Insurance Costs2.  

3. CAM 5-803, Contractor Insurance/Pension Review Program3.  

4. DFARS 42.73, Contract Insurance/Pension Review (CIPR)4.  

5. CAM 7-500, Section 5 -- Insurance Costs5.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Steps
1. Review guidance in FAR and CAM relating to
insurance costs.

1.  

2. Review information in the permanent file on
insurance, including any prior audit reports.

2.  

3. Obtain a listing from the contractor detailing the
insurance coverage. Using the attached form
(Appendix 1), identify the contractor's insurance
costs with specific types of coverage (i.e., health,
life, fire, etc.). Determine which is self-
insurance, and which is purchased insurance.
Remember that a contractor may have both
self-insurance and purchased insurance for one
type of coverage (e.g., workers' compensation
coverage). Under CAS 416, "absence of
insurance" is treated the same as self-insurance.
Therefore, use the self-insurance provisions of

3.  

1.  
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CAS 416 to audit these types of programs.
Use the form to identify significant insurance
costs to be reviewed.

4. Review the Internal Control Audit Planning
Summary (or ICQ for FYs 1994 and prior) to
obtain an understanding of contractor policies,
procedures, and related internal controls which
may impact the scope of this review. In
particular, determine if the contractor has a
formal review program to reduce risk. If a
review program exists, obtain details and
incorporate evaluation steps in appropriate
sections of the Detailed Audit Steps. If a
review program doesn't exist, include
recommendation for such a program in the
audit report.

4.  

5. Coordinate the scope of audit with the CIPR
team captain.

5.  

6. Hold an entrance conference and establish a
contractor contact for the insurance review.
Usually DCAA's day-to-day contacts have
little or no knowledge of the insurance
department and no management relationship
over the insurance function. When dealing
with insurance department personnel, the
auditor should be careful with terminology
used when requesting documentation and
information. The insurance department is
usually staffed with non-accountants
unfamiliar with accounting and contract audit
terminology. During the entrance conference,
request and obtain data required for review.

6.  

7. Review the contractor's Disclosure Statement,
Part VII to determine disclosed practices for
handling insurance costs.

7.  

8. Review prior CAS 416 compliance reviews. A
compliance review should be performed for
each type of insurance which results in
significant costs being charged to Government
contracts.

8.  

9. Obtain copies of the contractor's IRS Form 5500
which details insurance reserves when reserves
are held by the carrier. Reconcile the
contractor's booked insurance reserves to the
5500 reported amounts. (Form 5500 is not
required to be filed by type of insurance, but is
normally filed by plan and can include multiple

9.  
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coverage.)

10. Determine if the contractor's insurance
carrier(s) is a captive or a fronting company.
IRS Form 5471, Information Return with
Respect to a Foreign Corporation, and Schedules
M, N, and O should be reviewed to assist the
auditor in identifying captive insurers. Captive
insurers are owned by or are under the control
of the contractor (see FAR 31.205-19(c)). If
the captive insurer sells insurance to the public
in substantial quantities at competitive prices,
the captive's charges would be considered to
be purchased insurance. DCAA has taken the
position that insurance sales to the public which
amount to 50 percent or more of total sales
constitute "substantial" quantities. Fronting
insurance companies are not related to the
contractor, but provide re-insurance with a
captive insurer of the contractor (see
FAR 31.205-19(d)). Audit consideration of
captive and/or fronting insurance companies
should be added to the appropriate detailed
audit steps in part D of this audit program.

10.  

11. Reconcile the insurance costs to the insurance
policy or policies.

11.  

12. Obtain and review management and insurance
carrier reports provided by insurance carriers to
identify leads to potential problem areas. These
reports evaluate existing programs, recommend
changes, determine current costs, and disclose
cost composition. The reports should be used
in accomplishing the detailed audit steps in
part D of this audit program.

12.  

13. If the contractor periodically obtains competitive
quotations for various insurance coverage to
determine that the insurance carriers' rates and
costs are competitive, obtain applicable
documents for use, as appropriate, in
accomplishing the detailed audit steps in part D
of this audit program.

13.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Steps
1. Health Insurance (Purchased)1.  

Purchased health insurance programs are2.  

1.  
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normally comprised of retrospective rated
policies. A retrospectively rated policy consists
of a formal plan for reflecting actual loss
experience in the final premium paid for
insurance. In addition to retrospective rated
policies, most contractors also have policies
with cash management provisions. The main
difference between a retrospective rated policy
without cash management provisions and one
with cash management provisions is who retains
and controls the reserve to pay future claims.
Under a cash management plan, the reserve is
controlled by the contractor, and funds normally
held by the insurance carrier to satisfy losses
paid after the policy year ends are replaced by a
letter of credit or a promissory note. Although
CAS 416.50(a) has specific requirements for
retrospectively rated policies, cash management
policy provisions are not covered by CAS.
Specifically, the purchased insurance section of
CAS does not address the treatment of reserves
held by a contractor under a purchased plan.
Accordingly, insurance industry practices and
reasonableness criteria (FAR 31.201-3(b))
should be used to develop audit positions for
treatment of contractor-held reserves.

a. Review the purchased policy or policies
to determine the type(s) of purchased
insurance the contractor has in force.
The types of plans include:

(1) Retrospective Rated Policy. On
this type of policy the insurance
carrier bills the contractor monthly
for insurance costs. The insurance
carrier maintains a reserve to cover
claims. The periodic bills are charged
against the reserve.

1.  

(2) Cash Management Retrospective
Rated Policy. This type of policy is
the same as a retrospective rated
policy except the reserve is
maintained by the contractor. The
contractor is charged an initial fee
to cover profit, GA and excess
insurance coverage above the
retrospective policy limits. The
insurance carrier periodically bills
the contractor for claims paid plus

2.  

1.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/031/0048Z031DOC.HTM (5 of 23) [11/19/1999 3:31:09 PM]



a claims handling fee.

b. Determine how the projected average loss
is computed. Ascertain that the projected
average loss is properly reduced for
employee contributions to the health
insurance program. Determine whether
the projected average loss computation
conforms with the fundamental requirement
of CAS 416.40(a) and the application
techniques in CAS 416.50(a)(1). The audit
analysis should include a comparison of the
projected average loss to prior year loss
experience, adjusted for escalation and
changes in covered employees. Obtain the
contractor's explanation for any differences,
and question any unexplained differences.

2.  

c. Normally, the reserve for health insurance
is to cover hospital, doctor bills, and
supplemental benefits claims submitted
after the policy year ends. These types of
claims are usually paid 3 to 5 months after
the policy year ends. If the reserve exceeds
10 percent of annual payout, the need and
purpose for this reserve should be
reviewed in more detail, e.g., review actual
payouts pertaining to prior years' reserves.
[Note: If claims are typically paid sooner
than 3 to 5 months, the reserve percentage
should be much lower.] The contractor or
insurance carrier should be requested to
provide this information.

3.  

d. When reviewing the reserve, the auditor
should be aware of the potential existence
of unallowable premium stabilization
reserves. These reserves are contingencies
for possible significant future losses.
These reserves are not identifiable to
specific losses and violate the projected
average loss concept of CAS 416.40 and
FAR 31.205-7, "Contingencies", and
should be questioned in total by the
auditor.

4.  

e. Insurance reserves held by insurance
companies generate dividends or interest
income. The auditor's review of the
insurance policy will disclose the existence
of dividends, rebates and policy
adjustments. These credits must be

5.  
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reflected in the insurance cost charged to
Government contracts. Included in this
review may be the use of a confirmation to
the insurance carrier to determine if a
credit has been paid to the contractor. If
these credits are not included in the
computation of insurance costs, future
periods' insurance costs will be overstated.
Insurance reviews have found these credits
to be included in various accounts other
than insurance expense; i.e., other income,
other expense, unallocable costs not
charged to Government contracts, etc. In
addition, a review of the policy will
identify special provisions concerning the
overall policy terms (e.g., contractor
borrowing from the reserve at
below-market interest rates).

f. Determine whether insurance costs are
allocated to cost objectives based on
causal or beneficial relationships
(CAS 416.40(b)). Contractor loss
experience by segment is particularly
important in reviewing this cost allocation.

6.  

2. Health Insurance (Self-Insurance)

a. Review the self-insurance plan to
determine what the program covers. Refer
to CAS 416.50(a)(2) for CAS guidelines
for self-insurance programs.

1.  

b. Determine how the projected average loss
is computed. Ascertain that the projected
average loss is properly reduced for
employee contributions to the health
insurance program. Identify and evaluate
the individual factors comprising the loss
calculation.

2.  

c. Determine who administers the
self-insurance program: the contractor or
a third party?

3.  

d. If the contractor administers the program,
examine the procedures for paying claims.

(1) Identify and evaluate the contractor's
internal controls for administering the
health insurance program.

1.  

(2) Identify and evaluate the screening
process for determining an allowable
claim. If the screening process is not

2.  

4.  

3.  
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adequate to determine allowable
claims in accordance with the policy
provisions, question the unauthorized
claims and the related costs.

e. If a third party pays the claims (usually a
major insurance carrier), there is a fee
associated with the service (such
agreements are termed Administrative
Services Only agreements -- ASOs).

(1) How is the fee determined?1.  

(2) What services are covered by the
ASO agreement?

2.  

(3) How often are competitive
quotations obtained for the ASO
service?

3.  

(4) Check competitive rates to
determine the reasonableness of the
charge. Question excessive fees.

4.  

5.  

f. Who has control of the reserve (e.g., ASO
carrier, trustee or contractor)? [Note: The
ASO carrier usually charges a lower ASO
fee if it controls and has use of the reserve.]

6.  

g. The reserve size should be compared to
payout experience. Due to the composition
of the health insurance reserves, a payout
period of 3 to 5 months is to be anticipated.

7.  

h. Determine whether insurance costs are
allocated to cost objectives based on causal
or beneficial relationships (CAS 416.40(b)).
Contractor loss experience by segment is
particularly important in reviewing this cost
allocation.

8.  

3. Workers' Compensation4.  

This insurance is to provide the contractor's
employees with insurance coverage for
job-related injuries and illnesses. Coverage
can be purchased or obtained through
self-insurance.

5.  

Regardless of whether the contractor
purchases the insurance or is self-insured, a
program to reduce workplace mishaps is
essential to the reduction of compensation costs.
Therefore, the auditor should ascertain whether
the contractor has initiated such a program. If
not, the audit report should obtain appropriate
recommendations for the establishment of such

6.  
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a program.

Each state has its own worker's compensation
laws. As such, the auditor must determine if
contract charges for workers' compensation are
in accordance with the laws of the contractor's
applicable state of business.

a. Purchased Insurance1.  

A purchased plan for workers'
compensation insurance is usually
retrospectively rated (that is retroactive
adjustments are made to the insurance
carrier after the policy year ends). These
retrospectively rated policies can be
"group rated" (on the basis of tables or
schedules) or "experience rated" (i.e., on
the contractor's experience).

(1) Group Rated Plans

(a) Costs for group rated plans
are based on the number of
employees by job classification.
The insurance carrier will
perform an audit to determine
annual costs. The auditor
should obtain a copy of this
report and review its content.
The reports will disclose job
classifications used,
composition of reserves, and
calculation of actual costs.
Using these reports, the DCAA
auditor can compare the
proposed costs to actual costs
and identify any discrepancies
that require additional audit
coverage.

1.  

(b) Determine if the proper job
classifications are being used.
Compare the job classifications
and related rates used by the
insurance company auditor to
compute the annual premium,
to the job classifications used
by the contractor to estimate
costs for proposal purposes.
Discuss any difference with the
contractor. If the contractor
cannot adequately explain the
differences, the amount in

2.  

1.  

2.  

7.  
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excess of that determined by
application of the contractor's
bidding system job
classifications to the rates
outlined in the policy for those
classifications should be
questioned.

(c) Billings are assessed based on
levels of payouts. These levels
are detailed in the policy and
should be reviewed and
compared to the insurance
cost charged to Government
contracts. Any unexplained
difference should be questioned.

3.  

(d) Determine that credits (e.g.,
return of part of the reserve) due
are properly applied to decrease
the insurance expense. The
auditor may need to use a
confirmation to the insurance
carrier to determine if a credit
has been paid to the contractor.

4.  

(e) Determine whether insurance
costs are allocated to cost
objectives based on causal or
beneficial relationships
(CAS 416.40(b)).

5.  

(2) Experience Rated Plans2.  

Experience retrospectively rated
plans are computed based on the
contractor's actual losses. The
initial charge is comprised of the
insurance company's profit,
overhead and "excess coverage"
for losses in excess of the
retrospective rated policy limits.
When claims are paid by the
insurance company, the contractor
is charged for the claim amount
plus a claims handling charge.

(a) Determine that the contractor's
projected average loss
computation conforms with the
fundamental requirement in
CAS 416.40(a). Determine
whether the projected average

1.  

3.  
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loss varies from the annual
payment to the insurance
carrier. (Normally any variance
is associated with "Cash
Management Plans.")

(b) Under cash management plans,
the financing provisions are
negotiated. The reserve may
be held by the contractor in
total, or split between the
contractor and the insurance
carrier. Since these plans are
negotiated, there are no
"standard" terms available for
audit comparison purposes.
Determine if the reserve or
deposit held by the insurance
carrier is properly discounted.
Any excess reserve or deposit
charges should be questioned
accordingly. In addition,
determine if any income or
rebate is credited to the
insurance expense as required
by CAS 416.50(a)(1)(i). If not,
question the amount of the
dividend or rebate.

2.  

(c) In consideration of item 9 of
the Prefatory Comments to
CAS 416, any funds accrued
for retrospective adjustments
should be considered
self-insurance subject to
present value discounting.
Therefore, all reserves
maintained by contractors
under purchased plans should
be discounted using the
Treasury Rate
(CAS 416.50(a)(3)(ii)). [See
step D.1.e for additional
guidance.]

3.  

(d) Determine if competitive
quotations are solicited. Are
they used to determine the
reasonableness of the proposed
costs? If obtained but not used,
determine reasons.

4.  
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(e) To project insurance costs,
contractors use development
factors applied to paid losses
and known claims. These
factors are furnished by the
insurance carrier to provide
for estimated increases in
claims for various reasons.
Audit review of these factors
should include the following:

(i) Verify prior year payouts
and known claims to the
listing provided by the
insurance carrier.

1.  

(ii) Verify claimed escalation
on prior payouts and
known claims to medical
escalation indices (BLS
indices).

2.  

(iii) Review claims growth
amounts for higher
settlements due to
changes in economic
environment and
increasing number of
claims filed each year.
Compare the projected
amount to experience
for the past three years.
Coordinate with the
CIPR team captain
regarding statistics that
the auditor may use to
evaluate claims growth.

3.  

(iv) Unknown claims that are
incurred but not reported
(IBNR), should be
identified as to specific
reason or purpose (e.g.,
asbestos, other
occupational illnesses,
etc.). Review the
purpose for the IBNR,
the contractor's loss
experience for the IBNR
claims, and other
documentation. IBNRs
are contingent in nature

4.  

5.  
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and subject to the
provisions of
FAR 31.205-7,
"Contingencies."
Accordingly, any highly
speculative loss
projections should be
questioned.

(f) Determine whether insurance
costs are allocated to cost
objectives based on causal or
beneficial relationships
(CAS 416.40(b).) Contractor
loss experience by segment
is particularly important in
reviewing this cost allocation.

6.  

b. Self-Insurance Plans

(1) Evaluate the contractor's
computation of the projected average
loss. The projected average loss is
computed either (a) on the basis of
actual losses, that is current payouts
plus known losses as defined by
CAS 416.40(a), (b) current payouts,
known losses and unknown losses
(IBNRs), or (c) known losses and
unknown losses (IBNRs) plus a
retrospective adjustment computed
annually for "missed" accruals for
prior periods. [Note: IBNRs are
contingent in nature and should be
considered in accordance with
FAR 31.205-7.]

1.  

(2) Compare the projected average loss
to prior year projections and payouts.
If the reserve for incurred losses to be
paid in future years is increasing, the
contractor is estimating more costs
than are currently being paid to
claimants. Determine the reason and
basis for the increasing difference
between estimated costs and cash
paid to claimants. Question excessive
unsupported reserves. Coordination
with the CIPR team captain
requesting technical assistance may
be required to determine whether the
reserve is in excess of requirements.

2.  

3.  
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(3) If the contractor is including
retrospective adjustments in its
calculation of projected average loss,
determine whether the adjustments
(to adjust estimates to actual) are
normal or are for missed accruals.
Large adjustments usually represent
missed accruals. Missed accruals
represent an out-of-period adjustment
which is contrary to the fundamental
requirement of CAS 416.40(a) and
should be questioned. Normal
revisions to adjust accruals to actuals
are allowable.

3.  

(4) Determine if the contractor is present
value discounting any reserve held in
excess of one year as required by
CAS 416.50(a)(3)(ii) and that
Government contracts are both
receiving and retaining the full value
of the discount increments.
Ascertain if the discount rate used is
the interest rate determined by the
Secretary of Treasury in effect at the
time the loss is recognized in
accordance with FAR 31.205-19(a)(3).
Any difference resulting from the use
of an interest rate other than the one
required by FAR 31.205-19(a)(3)
should be questioned accordingly.
Compare available reserve amounts
with actual expenditures to assure
that the government is retaining full
value for the discounted amounts.
[See step D.1.e for additional
guidance.]

4.  

(5) Determine whether insurance costs
are allocated to cost objectives based
on causal or beneficial relationships
(CAS 416.40(b)). Contractor loss
experience by segment is particularly
important in reviewing this cost
allocation.

5.  

4. General Liability8.  

This is insurance to cover the contractor for
losses due to third party accidents involving
the contractor's property.

a. Determine whether the projected average1.  

9.  
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loss is measured in accordance with
CAS 416.40 and is based on purchased
insurance, self-insurance estimates, or a
combination of purchased and
self-insurance. Compare projected
average loss to prior estimates. Obtain
explanation for any large fluctuations.

b. If insurance is purchased, review the
policy. Most policies have a high
deductible which varies from $1 million
downward. Verify the premium amount
to the insurance costs charged to
government contracts. Question any
self-insurance cost for risks of catastrophic
losses, since FAR 31.205(e) prohibits any
such self-insurance charges.

2.  

c. Determine that year-end adjustments and
dividends are properly credited and
allocated to divisions and/or pools. The
auditor may need to use a confirmation to
the insurance carrier to determine if a
credit has been paid to the contractor.

3.  

d. Analyze all reserves associated with
retrospective rated policies. The reserve
should be identified to specific potential
losses (pending litigation). Determine
that the reserve is appropriately present
value discounted using the Treasury Rates.
[See step D.1.e for additional guidance.]

4.  

e. Companies are "self-insured" for the
deductible portion of the policy. Under
CAS 416.40, an absence of insurance is
interpreted as self-insurance. Some
companies charge actual loss experience
while others have formalized
self-insurance programs. The use of
actual loss experience is acceptable only
for insignificant insurance costs.
[FAR 31.205-19(a)(3)]

5.  

f. Determine whether the contractor obtains
quotations from insurance brokers to
estimate the self-insurance cost. These
broker quotations are for insurance
policies that are normally not written due
to the high monetary risk involved. When
encountering the broker quotation bidding
technique the following audit steps should
be used.

6.  
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(1) Review the broker quotation.1.  

(2) Determine if competitive quotations
have been obtained.

2.  

(3) If competitive quotations have been
solicited, is there a wide range of
price fluctuation? Experience has
disclosed a significant fluctuation
between quotations when more than
one is obtained. A wide range of
prices tends to decrease the value
of the competitiveness of the
quotations. The quotations are
usually not reflective of loss
experience, and therefore, should
not be used without a comparison
to loss experience.

3.  

(4) Review loss experience for an
extended period (3 to 5 years).
Compare loss experience to
determine the reasonableness of
the quotation.

4.  

(5) When a broker's quotation is used,
the auditor must determine if the
contractor's actual loss experience
has been evaluated regularly and
that any self-insurance charges
reflect experience in the same
manner as would purchased
insurance (CAS 416(a)(2)(i)).
Contractors using broker quotations
sometimes do not adjust the next
year's premium for any difference
between the quoted amount and
losses paid. Contractors normally
cite CAS 416.50 (a)(2)(i) as the
basis for not adjusting for the
previous year's loss experience,
and maintain that the proposed
insurance cost is computed in the
same manner as purchased
insurance is computed; therefore,
any "loss or profit" (that is, loss
experience differing from the
premium) belongs to the contractor
in the same manner as it would
belong to the insurance company
had the contractor purchased the
insurance coverage. DCAA has

5.  
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taken the position that loss
experience must be used in
computing the cost for this
insurance. Any significant difference
between the proposed and the actual
loss experience should be reflected
in the next year's projected average
loss computation.

[Note: This estimating method is applicable to
any insurance coverage having deductibles
or coinsurance, and these steps should be
applied to all such insurance coverage.]

g. Determine whether insurance costs are
allocated to cost objectives based on
causal or beneficial relationships
(CAS 416.40(b)).

1.  

5. Product Liability and Professional Liability
Insurance (also referred to as Architects and
Engineers or Errors and Omissions Insurance)

1.  

These types of coverage are to cover risk of
loss to third parties due to damages incurred
from the contractor's product or actions. The
cost of insurance to protect the contractor
against the costs of correcting its own defects
in materials or workmanship is unallowable,
while insurance costs to cover fortuitous or
casualty losses resulting from defects in
materials or workmanship or allowable as a
normal business expense (FAR 31.205-19(a)(4).

a. Normally product or professional liability
insurance is purchased insurance due to
the substantial risk involved should a loss
be incurred. If a self-insured product or
professional liability program is established,
the ACO should be notified immediately
to determine if the potential risk of loss
would have any impact on the government
contracts. Under FAR 28, the ACO is
required to approve most self-insured
programs and make a determination that
the risk of loss is adequately covered to
allow the contractor to complete the
contract.

1.  

b. Determine whether the proposed cost is
computed in accordance with
CAS 416.40(a) and 416.50(a). Compare
the proposed cost to the insurance policy

2.  

2.  
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and obtain explanations for any differences.

c. Determine whether the costs are
reasonable and allocable:

(1) Review the policy coverage. If a
contractor's liability insurance policy
provides coverage for its general
practice, allocation of premiums to
all contracts through overhead or
general and administrative expense
is usually acceptable. However, if
the policy is written to provide
unique liability coverage for a
particular business segment or
product, costs should be directly
allocated to the benefiting cost
objective. Where a plain reading
of the policy does not clearly
establish the general nature of
coverage or the auditor has
reason to believe that unique
liability coverage is involved, an
examination of the types of services
rendered to both the government
and commercial customers should
be performed.

1.  

(2) Determine if the contractor provides
the same service to the government
as to commercial customers. If the
contractor does not provide the same
service to the government as to the
commercial customers, then the
auditor should review the claims and
loss experience. If a significant
number of claims are the result of a
particular product, segment,
customer, etc., review the nature of
the service and projects causing the
claims disparity to determine if there
is a more appropriate allocation
base. Items reviewed should include
the number of settled and pending
claims, whether they apply to
government or commercial contracts,
and the dollar amounts.

2.  

(3) If aircraft product liability insurance
is allocated on a sales base to
government contracts, review for
compliance with CAS 403.40(b)(4)

3.  

3.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/031/0048Z031DOC.HTM (18 of 23) [11/19/1999 3:31:10 PM]



and 403.60(b) if a home office, and
CAS 410.5(g)(2) if an operating
segment.

d. Determine whether insurance costs are
allocated to cost objectives based on causal
or beneficial relationships (CAS 416.40(b)).

4.  

6. Fire Insurance

a. Determine if the contractor has a
self-insurance plan, a purchased plan, or a
combination self-insurance and purchased
plan. Determine whether the proposed
cost is computed in accordance with
CAS 416.40(a) and 416.50(a).

1.  

b. If the insurance is purchased, review the
policy to determine any special provisions
affecting the cost or cash flow. Compare
the amount detailed in the policy to the
amount charged to Government contracts,
and obtain explanations for any differences.
Any unexplained difference should be
questioned.

2.  

c. Determine whether there are co-insurance
or deductible provisions. If the contractor
charges actual losses to the Government
contracts, make sure this procedure
conforms with FAR 31.205-19(a)(3) and
CAS 416.50(a)(2)(ii). If the brokers quote
technique described in the General Liability
section of the audit program is employed,
review as appropriate.

3.  

d. Some policies require that a multi-year
premium be paid when the policy starts.
Rather than paying this advance payment,
some contractors elect to pay the premium
in annual installments. For this election
privilege, the contractor is assessed an
interest charge. Determine that this interest
assessment is eliminated from the fire
insurance charge included in the insurance
cost charged to Government contracts.

4.  

e. If the contractor has a self-insurance
program, determine that the reserve is
properly discounted in accordance with
CAS 416.50(a)(3)(ii). See 3(b)(4) for
audit guidance.

5.  

f. Determine if any credits, rebates, or
other income have been appropriately

6.  

3.  
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allocated to government contracts. The
auditor may need to use a confirmation
to the insurance carrier to determine if a
credit has been paid to the contractor.

g. Determine whether insurance costs are
allocated to cost objectives based on
causal or beneficial relationships
(CAS 416.40(b)).

7.  

7. Life Insurance

a. Normally life insurance is covered by a
group plan and can either be purchased
or covered by a self-insurance program.
Review the purchased plan or
self-insurance program to determine the
plan's coverage and payment provisions.
Determine whether the costs are
computed in accordance with
CAS 416.40(a) and 416.50(a).

1.  

b. Determine who maintains the reserve -- the
insurance company, contractor, or third
party trustee. When reviewing the reserve
(no matter who controls it), the auditor
should be aware of the inclusion of
unallowable premium stabilization reserves.
These reserves are contingencies for
possible fluctuations for future period
losses and violate the projected average
loss concept of CAS 416(a) and
FAR 31.205-7, "Contingencies."
Accordingly, premium stabilization
reserves should be questioned in total.

2.  

c. Determine that any dividend, rebate,
interest, or present value discount
adjustment is properly credited to the
insurance expense (CAS 416.50(a)(i)).

3.  

d. Determine that the beneficiaries of
policies on the lives of officers, partners,
or proprietors are determined by the
employee. In addition, determine if the
benefits for officers' life insurance and
general employees' life insurance vary
within the same plan. This condition
could disclose an unallowable officers'
life insurance plan, since the cost of
insurance on the lives of officers,
partners, or proprietors are allowable
only to the extent that the insurance
represents additional compensation,

4.  

4.  
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(see FAR 31.205-19(a)(2)(vi)).

e. Compare any self-insurance charge to
current purchased life insurance tables.
The life insurance tables on mortality and
the related charges are relatively standard.
If the self-insurance charge exceeds the
cost of purchased insurance as determined
by the insurance industry, this cost should
be questioned in accordance with
CAS 416.50(a)(2)(i) and FAR 31.205-19(b).
Coordinate with the CIPR team captain to
obtain the life insurance mortality tables.

5.  

f. Identify any group life insurance plan that
uses whole life coverage. Whole life
policies fix the annual payment amount
when the employee enters the program for
his/her life. The policy generates cash value
which may be used at any time. Term
insurance, as opposed to whole life, does
not accumulate cash value and is for a fixed
period. The cost for term insurance is
determined annually based on the ages of
the employees in the plan. Determine how
the cash value and related dividends are
handled. If the contractor retains control
of these items, the insurance expense
should be credited for a like amount
(CAS 416.50(a)(i)).

6.  

g. Determine if any other applicable
credits, rebates, or income have been
appropriately allocated to government
contracts. The auditor may need to use
a confirmation to the insurance carrier
to determine if a credit has been paid to
the contractor.

7.  

h. Determine whether insurance costs are
allocated to cost objectives based on
causal or beneficial relationships
(CAS 416.40(b)).

8.  

8. Business Interruption Insurance

a. FAR 31.205-19(e) states that any
self-insurance charges for risks of
catastrophic losses are unallowable.
Business interruptions would be included
in the catastrophic loss category.
Therefore, business interruption insurance,
to be allowable, must be purchased

1.  

5.  
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insurance.

b. Review the purchased policy to ascertain
that all profit insurance has been eliminated
from the insurance costs charged to
Government contracts
(FAR 31-205.19(a)(2)(ii)).

2.  

c. Any difference between the premium per
the policy, less the provision for profit, and
the amount charged to Government
contracts must be explained.

3.  

d. Determine whether insurance costs are
allocated to cost objectives based on causal
or beneficial relationships (CAS 416.40(b)).

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Supplement this program for additional steps
needed.

1.  

2. Summarize any non-compliant practices and
issue a noncompliance report to the contracting
officer.

2.  

3. Summarize results of audit and finalize working
papers.

3.  

4. Discuss results of audit with contractor.4.  

5. Draft audit report.5.  

6. Update the Insurance Summary Schedule
(Appendix 1) and include as part of the
permanent file.

6.  

7. Update ICAPS.7.  

8. Finalize audit report and forward to CIPR
team captain with copy to contracting officer.

8.  

1.  

Appendix 1

Insurance Summary Schedule

Version 2.0
29 December 1995

Contractor Name ___________________________
Insurance Summary Schedule

for Insurance Policies Expensed During FY 19___________
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Insurance
Carrier,
Policy
Number
and
Expiration
Date
(State
if self-
insurance)

Premium
Rate
and
Base

Internal
Allocation
Base of
Expenses

Premium
for
Policy
Period

Amount
of
Premium
Expensed
in
FY 19

Corporate
or Home
Office
Location
FY 19
Expense
Allocation
to Segments

Div-A Div-B

Next Section

Open this portion of the document in Word (53 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/031/0048Z031DOC.HTM (23 of 23) [11/19/1999 3:31:10 PM]

http://web.deskbook.osd.mil/data/0048Z031DOC.DOC
http://web.deskbook.osd.mil/data/0048Z031DOC.DOC


Open this portion of the document in Word (40.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APIRATES

Audit Program for Review of Forward Pricing Rates and Factors

Version 3.3
1 October 1998

Defense Contract Audit Agency
Audit Program for Review of Forward Pricing Rates and Factors

Contractor's Name: __________________________
Assignment Number: _________________________
Field Audit Office: __________________________

1.  

Date Assigned: ____________________ ___________________________

Auditor Assigned: __________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

Contents:

A. Purpose and Scope
B. References
C. Preliminary and General Audit Steps
D. Detailed Audit Steps
D.1 Labor Rates
D.2 Indirect Rates
D.3 Escalation Rates
D.4 Cost of Money
D.5 Other Rates and Factors
E. Concluding Steps

Note: This program can be used on a stand-alone basis or in conjunction with the Agency's price proposal
audit program to evaluate the reasonableness of contractor forward pricing rates and factors. It does not
replace individual auditor judgment. This program needs to be tailored to the audit scope of the particular
assignment, and when appropriately tailored, it must reflect an understanding between the auditor and
supervisor as to the scope required to meet auditing standards and DCAA objectives for the current
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assignment.

A. Purpose and Scope1.  

1. To provide general guidance for evaluating the reasonableness of the contractor's forward pricing rates.
Audit results (i) may be reported separately and formally, as in the case when DCAA is requested to
review a contractor's forward pricing rate agreement (FPRA) submission, or (ii) may be used to determine
the recommended rates in individual price proposal review reports. Acquisition regulations covering the
establishment and oversight of FPRAs are found primarily in FAR/DFARS 15.407-3 and FAR 42.1701.
CAM 9-1200 covers FPRAs directly and references the other CAM sections which cover the audit of
indirect costs, indirect cost estimates, and labor rates.

2. Audit work packages will be set up for all effort, either requests or self-initiated, related to the
review of projected or forecasted bidding rates, pricing factors, and other data which will be
included in subsequent price proposals. Areas covered by this guidance include reviews of labor
rates, overhead rates, G&A rates (and related trend analyses), corporate and home office projected
allocations, corporate or home office centrally paid or accrued costs, scrap factors, and material and
labor loading factors which either lead to establishment of formal or informal forward rate
agreements, or will form the basis of subsequent auditor recommendations regarding prospective
costs. It also includes other types of forward pricing actions such as (i) IR&D/B&P reviews related
to advance agreements, (ii) reviews of billing rates, and (iii) other reviews conducted to establish
advance agreements. Segment overhead and G&A reviews will be reviewed under one assignment if
presented as one submission.

1.  

3. Review scope will generally depend on individual circumstances, but as a minimum, should
include steps to determine that (i) rate computations are mathematically correct; (ii) projected
business volume, allocation bases, and indirect costs are reasonable and in consonance with
contractor's internal plans; (iii) rate data are valid and current; and (iv) estimating practices comply
with disclosed cost accounting practices. Additional steps should be added to the program based on
(i) preliminary review of the contractor's rate/proposal submission; (ii) review of FAR, DFARS,
CAM, etc. guidance; and (iii) contractor audit experience, as further discussed below.

2.  

2.  

In determining the review scope and the specific steps and extent of transaction testing to be performed,
the following should be considered:

a. Results of prior forward pricing rate reviews and related price proposal and incurred cost audits.
The incurred cost audits most likely to be applicable are those which support the completion of the
following MAARs (see CAM 6-1S1), as referenced on the FAO MAARs Control Log (DCAA Form
7640-24a or 7640-24b):

1.  

MAAR 1 -- Update Internal Control Survey.
MAAR 7 -- Changes in Direct/indirect Charging.
MAAR 14 -- Pools/Bases Reconciliation to Books.
MAAR 15 -- Indirect Cost Comparison with Prior Years and Budgets.
MAAR 18 -- Indirect Allocation Bases
MAAR 19 -- Indirect Rate Computations.

2.  

b. Results of the contractor's billing system and related internal controls (CAM 5-1100, estimating
system internal control reviews (CAM 5-1200), compensation internal control reviews (CAM
5-800), planning and budgeting internal control reviews (CAM 5-500). The results of these reviews
are summarized on the related Internal Control Audit Planning Summary (ICAPS).

3.  

c. Materiality of bases, pools, and rates.4.  

d. Mix of Government/commercial business and the extent/types of Government contracts.5.  

e. Adequacy of the Disclosure Statement and outstanding CAS noncompliances.6.  

3.  
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f. Increases or decreases in the contractor's business volume and allocation bases.7.  

g. Changes in contractor's organization, operations and accounting practices.8.  

h. History of differences between (i) proposed forward pricing rates, (ii) negotiated forward pricing
rates, (iii) final rates (claimed, estimated final, and audit-determined) and (iv) the rates actually
experienced during contract performance.

9.  

i. Adequacy of the contractor's internal controls, based on substantive testing. The auditor should
review the related ICAPS (or the ICQ for FYs 1994 and prior) to obtain an understanding of these
controls and the potential impact on the scope of this audit.

10.  

j. Results of tours of the manufacturing floor (CAM 5-108d).11.  

B. References
1. FAR 15.401 (for FPRA definition), FAR/DFARS 15.407 -- 1. FPRAs, FAR 15.408, FAR Table
15-2, and FAR 42.1701.

1.  

2. FAR/DFARS Parts 30 and 31, and CAM 6-600, 6-700, and 8-000 -- Indirect Cost Accounting
(Allowability, Allocability, Reasonableness, and CAS).

2.  

3. CAM 5-500 - Audit of Contractor Budget and Planning System Internal Controls.3.  

4. CAM 6-400 -- Audit of Incurred Labor Costs.4.  

5. CAM 7-1705 -- Asset Valuation and Revaluation Under the Purchase Method of Accounting for
Business Combinations

5.  

6. CAM 8-000 -- Cost Accounting Standards.6.  

7. CAM 9-500 -- Evaluating Direct Labor Cost Estimates.7.  

8. CAM 9-300 -- General Evaluation Procedures for Estimates8.  

9. CAM 9-700 -- Evaluating Indirect Cost Estimates.9.  

10. CAM 9-1200 -- Forward Pricing Rate Agreements.10.  

11. CAM 14-800 - Advanced Cost Management Systems (ACMS)11.  

12. CAM Appendix D -- Technical Specialist Assistance.12.  

13. CAM Appendix E -- Graphic and Computational Analysis Techniques.13.  

14. DCAAM 7730.16 -- FAO Administrative Management Information System (FMIS).14.  

15. DCAAP 7641.74 -- Use of Economic Indexes in Contract Audits.15.  

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary and General Audit Steps
1. Review the audit request to determine the nature
and objective of the audit. Note any specific
information requested. Add audit steps to this
program where necessary to comply with the
request. Acknowledge the request.

1.  

2. If the contractor's organization under review is
a joint venture, teaming arrangement, or
contractor wholly-owned subsidiary or division,
read CAM 7-1800.

2.  

3. If the contractor underwent business3.  

1.  
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reorganization through a merger, consolidation,
acquisition, or divestiture, read CAM 7-1700.

4. Review the following from the FAO work paper
files/permanent files (see CAM 4-405.1):

a. Prior forward pricing rate reviews, related
price proposals, defective pricings,
incurred cost audits, advance agreements,
tours of manufacturing facilities
(CAM 5-108d), and system surveys.
See A.2a and A.2b for the audits most
likely to be applicable.

1.  

b. Outstanding estimating system
deficiencies;

2.  

c. CAS Disclosure Statement, if applicable,
and CAS noncompliance/summary
schedules for items affecting the forward
pricing rates and factors.

3.  

d. The latest ICAPS (or ICQ for FYs 1994
and prior) and MAARs control logs
related to the contractor, noting any
special/previous problems with forward
pricing rates and factors.

4.  

e. Prior FAO use of graphic and
computational analysis techniques to
evaluate proposed overhead costs and
proposed labor rates (CAM Appendix E).
Be alert to new applications.

5.  

f. Applicable portions of the Board of
Directors' minutes for major decisions
which affect the contractor's organization
and operations (see CAM 3-104.16e).

6.  

g. Applicable portions of contractor internal
audit reports.

7.  

4.  

5. Review the contractor's rate submission for
general adequacy. That is, does the submission
include the contractor's methodology and
rationale for future business bases, sales
forecasts, facilities requirements, identification
of costs allocated from home offices of other
segments, and bases of estimate for indirect
expenses? (See CAM 9-200 for related
guidance.)

a. Check the mathematical accuracy of the
contractor's computations.

1.  

b. If the submission is determined to be
significantly inadequate, discuss this matter

2.  

5.  
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with your supervisor to determine if the
contracting officer should be notified and
a recommendation made that the
submission be returned to the contractor
(CAM 9-205).

6. Arrange and conduct an entrance conference
with the contractor personnel who developed
the rates and factors. Obtain supporting data
necessary to do the audit (notify supervisor if
unable to obtain sufficient supporting data).
Make sufficient inquiries to fully understand the
bases/mechanics of the contractor's rates and
factors.

6.  

7. Review the data submitted considering the
guidance presented in CAM Appendix D to
determine (i) what specific steps you need to
perform with regard to quantitative and
qualitative aspects of the data, and (ii) whether
it is necessary to request technical specialist
assistance. (See CAM D-100 for specific
guidance on determining the need for specialist
assistance and D-200 for specific procedures
on requesting the assistance).

7.  

8. Determine the need for assist audits. For
example, review the materiality of forecasted
corporate and home office expenses to determine
what form of audit assistance, if any, is needed
from the corporate audit office (see CAM 6-804
and 9-703.14). Also coordinate, as necessary,
with the Field Detachment in those instances
where the base verification cannot be completely
accomplished without Field Detachment
assistance.

8.  

9. Reconcile contractor cost and rate projections
with the contractor's budgetary data (i.e.,
operating budgets, sales forecasts, programs
budgets, long range plans, etc.), and determine
compatibility (CAM 5-500).

a. Determine if the data supporting the rate
estimates agree with the general
conditions, standards, staffing tables, and
other criteria used for planning and
budgeting purposes. For example, verify
whether the forecasted business base used
in preparing the rates is compatible with
the business volume estimates used in
overall management planning.

1.  

b. If applicable, select some large existing2.  

9.  
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programs comparing the estimated rate
(base and pool) values with the
contractor's latest internal program
budgets and completion estimates in
EVMS and other management reports.

c. Ascertain the reasons for any major
differences between the data submitted
in support of the contractor's forward
pricing rates and the data supporting the
contractor's budgets. If the budgetary
data is judged more accurate, be sure to
include the reason(s) for your conclusion
in the report. Merely citing that the
contractor's proposed rate data differs
from what has been budgeted is not
sufficient basis for questioning costs
(see CAM 5-500).

3.  

10. From the information gathered in the preceding
steps, assess the government's risk associated
with specific rates and rate determinations and
tailor your audit scope accordingly. Be alert to
apparent inconsistencies or noncompliances
with established accounting and estimating
practices.

a. As with other audits, CAS compliance
should be considered in all subsequent
steps in this audit program, if applicable.
(See CAM 8-305.)

1.  

b. Notify your supervisor whenever your
audit discloses potentially significant
CAS noncompliances, estimating
system deficiencies, internal control
weaknesses, etc.

(1) Refer to CAM guidance covering
the separate pursuit and reporting
of estimating deficiencies (5-1212),
CAS noncompliances (8-302.7),
and significant internal control
weaknesses.

1.  

(2) Establish how the findings are to
be incorporated into your rate
review and resulting audit report.

2.  

2.  

10.  

D. Detailed Audit Steps
1. Labor Rates

a. Review the basis for the proposed labor
rates.

1.  

1.  

2.  
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b. Ensure the rates are consistent with past
forecasting methodology and disclosed
practices. Have the contractor explain
significant differences. Determine if
proposed labor rates are accumulated
and reported in greater detail in the actual
accounting of labor costs.
(CAS 401, FAR 31.201-1 and 31.203(d))

2.  

c. Verify that base labor rates agree with
current payroll data.

3.  

d. If not covered in a current audit or in Step
D.2, review the contractor's classification
of direct vs. indirect labor. Determine if
the classifications are consistent with the
contractor's disclosed procedures and
practices, and with applicable CAS/FAR
requirements. (CAS 401 and 402,
FAR 31.201-1; 31.202; 31.203(a)
and (d))

4.  

e. Analyze the projected pay rates by
specific labor classification, and compare
the projected rates with historical
experience and trends, obtaining reasons
for significant increases or decreases.
Repeat this step for all significant rate
determining factors, such as:

(1) Staffing increases and decreases
resulting from changes in business
volume, operation, etc.;

1.  

(2) Wage rate agreements and COLAs;2.  

(3) General/merit pay raises; and3.  

(4) Shift/overtime differentials.4.  

5.  

f. If average labor rates are being developed
for a specific proposal, ensure that the
rates and rate increases are appropriately
weighted over the period of performance.

6.  

g. Determine from past reviews and
observations whether the proposed rates
reflect the total hours that salaried
employees are expected to work during
period of contract performance (i.e.,
whether salaried employees generally
work in excess of 8 hours per day and 40
hours per week). If an "uncompensated
overtime" issue exists and has a significant
impact, discuss the impact with your
supervisor, and add review steps, as

7.  
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appropriate. (See CAM 6-410.)

h. Review the basis for current merit
increases to determine whether these
increases are estimates, or are based on
management approved merit guidelines or
approved salary plans. Also review merit
increases to determine whether the
increases occur at a relatively steady rate,
or are skewed; and, if skewed, escalation
calculations (See D.3) should be
appropriately weighted.

8.  

i. Be alert to other conditions which could
impact the rate computations.
These conditions include:

(1) The bidding of individual labor rates
versus average rates. (Whenever
this occurs, ensure that the
individual hours are excluded from
average rate computations, and do
not exceed the individual's total
available work hours.)

1.  

(2) The issuance of Time and Material
contracts (CAM 6-204).

2.  

9.  

j. Based on the steps above, determine
adjustments to the forward pricing labor
rates and prepare an appropriate
explanation for each adjustment for the
work papers and the draft report.

10.  

2. Indirect Rates

a. General

(1) Determine if the contractor's
forward pricing rate structure (i.e.,
the number, type, and manner of
rate formation) is the same as its
historical rate structure.
If not the same:

(a) Ensure that the actual costs
to be allocated will be
allocated in the manner
proposed (i.e., in accord
with CAS 401, 410 and 418).

1.  

(b) Determine whether the
contractor is changing its
accounting system, and if so,
whether the change and its
cost impact are being
appropriately pursued from

2.  

1.  

1.  

2.  
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a CAS standpoint (see CAM
9-704.3 and 8-303.3).

(2) Ensure that the proposed rate
periods coincide with the
contractor's fiscal year or
historical rate period (CAS 406
and FAR 31.203(e)). (See CAM
8-406.1 and 6-605 for exceptions
to a one year rate period.)

2.  

(3) Review whether the contractor has
recently automated any
manufacturing processes related to
costs included in the pool, or plans
any automation changes during the
period involved. One of the best
methods to determine if
manufacturing processes are
evolving is periodic touring of the
manufacturing facilities (CAM
3-104.14g(4)(d)). Consider the
effects of technological
modernization on the cost
accounting system (CAM 14-800).
Determine if the impact of the
automation was considered in the
contractor's indirect cost estimates.

3.  

(4) If a business combination has taken
place, ensure that the contractor is
not proposing increased costs
resulting from asset revaluation.
FAR 31.20552, effective 23 July
1990, limits the amount of
amortization, depreciation, and cost
of money to the total amount that
would have been allowable had the
combination never taken place.
This also applies to the business
combinations that took place before
23 July 1990. The allowability of
costs should be based on the
acquired company's book value of
the existing assets before the
combination took place
(CAM 7-1705.7).

4.  

b. Indirect Rate Allocation Bases

(1) If the contractor organization under
review is a joint venture, teaming
arrangement, or contractor wholly-

1.  

2.  
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owned subsidiary or division:

(a) Determine the actual
relationship between the
contracting organizations
using the criteria in
CAM 7-1807.

1.  

(b) Determine if the contractor is
proposing to and/or is
accumulating and allocating
costs consistent with the
actual relationship, e.g. if the
actual relationship more
closely resembles that of a
prime contractor/
subcontractor then costs
should be allocated consistent
with this type of relationship.

2.  

(2) Evaluate the contractor's
methodology and rationale for
establishing past indirect rate
allocation bases and for including
future business in the allocation
bases. Compare this with the
methodology and rationale applied
to determine the proposed rate
allocation bases.

2.  

(3) Have the contractor explain and
support:

(a) All significant variances
between the base amounts
currently proposed and those
previously proposed for the
same period.

1.  

(b) Significant variances between
the proposed and incurred
base amounts.

2.  

3.  

(4) Evaluate whether the contractor is
being reasonable in determining its
probability of obtaining additional
work. Ask the contractor if there
are any new programs that they may
get which were not considered in
the base. Coordinate, as necessary,
the potential for additional awards
with the ACO/acquisition offices.

4.  

(5) Determine whether the bases
proposed for allocating the indirect

5.  
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"pool" costs are equitable and in
compliance with FAR/CAS.

(6) Based on the steps above,
determine adjustments to the
proposed allocation bases and
prepare an appropriate explanation
for each adjustment for the work
papers and the draft report.

6.  

c. Indirect Cost Estimates

(1) Review past submissions and audit
files on both forward pricing and
incurred cost rates to obtain
pertinent history and trend data on
total indirect costs by indirect pool.
Compare the historical costs with
the projected costs under review.

1.  

(2) Identify significant increases/
decreases in the total pool cost
estimates. Determine and evaluate
the contractor's rationale for the
increases/decreases.

2.  

(3) Review the cost classification
(direct vs. indirect) of the
estimates.

(a) Determine if the classifications
are consistent with the
contractor's established/
disclosed procedures and
practices, and with applicable
CAS/FAR requirements.
(CAS 401 and 402,
FAR 31.201-1; 31.202;
31.203 (a) and (d))

1.  

(b) Isolate those accounts or
costs which should be
reclassified and adjust the
base and pool amounts
accordingly.

2.  

3.  

(4) Determine if the indirect costs are
appropriately classified by
characteristic (i.e., variable,
semi-variable, and non-variable).
See CAM 9-703.2 and E-403.

4.  

(5) Analyze estimated costs by specific
cost account and element of cost.
Compare estimates with historical
experience and trends, obtaining

5.  

3.  
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reasons for significant increases or
decreases. Select significant or
problematic accounts and elements
for further review and analyses.
CAM 9-703.5 lists selection criteria
for the auditor to consider. Some
of the accounts/elements which
commonly meet these criteria are
indirect labor, indirect material,
payroll costs, plant rearrangement,
depreciation, rent, occupancy,
corporate and home office
allocations, and IRD/BP.

(6) Consider segregating the various
cost pools into variable and semi-
variable costs. Where appropriate,
use regression analysis to correlate
variable costs to the appropriate
base and to project costs for the
forecasted period. Adjust pools
as necessary for problematic
accounts and forecast them
separately.

6.  

(7) Review proposed indirect expense
accounts by nomenclature to ensure
that the estimated account costs do
not include unallowable costs per
FAR Part 31 (CAS 405, FAR
31.201-2 and 31.201-6). Common
unallowable costs which some
contractors neglect to delete from
claimed costs are:

(a) Advertising (except for help
wanted, procurement of
scarce items and disposal of
scrap or supplies) --
FAR 31.205-1.

1.  

(b) Bad debts -- FAR 31.205-3.2.  

(c) Entertainment --
FAR 31.205-14.

3.  

(d) Insurance covering the loss of
profit under a business
interruption policy --
FAR 31.205-19(a)(2)(ii).

4.  

(e) Interest -- FAR 31.205-20.5.  

(f) Organization costs --
FAR 31.205-27.

6.  

7.  
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(g) Difference between cost of
first class and less than first
class accommodations --
FAR 31.205-46(d).

7.  

(h) IR&D/B&P exceeding
FAR 31.205-18 provisions
(CAM 7-1500).

8.  

(8) Based on the steps above,
determine adjustments to the
indirect cost estimates and proposed
base and pool amounts and prepare
an appropriate explanation for each
adjustment for the work papers and
draft report.

8.  

3. Escalation Rates

a. Review and evaluate the contractor's
methodology for determining escalation
amounts.

1.  

b. Determine whether the contractor has
grouped its costs into logical categories
to which escalation rates can be applied.

2.  

c. Review whether the contractor has
distributed the costs in each category to
the periods in which they expected to be
incurred (i.e., is the time phasing
reasonable in the circumstances).
Ensure the time phasing is consistent
with the performance periods to be used.

3.  

d. Where locally developed information
(such as, labor union agreements, rental
agreements, and depreciation schedules)
is available, determine reasonableness and
accuracy of using this information to
project escalation.

4.  

e. For each cost category, evaluate whether
the contractor selected the most
appropriate locally developed or general
economic escalation index.

5.  

f. Determine whether the indices and time
periods used are consistent with the
economic forecasts made by Data
Resources. If different, consider whether
any differences should be questioned.
(See DCAAP 7641.74.)

6.  

3.  

4. Cost of Money (COM)

a. Read the contractor's CAS Disclosure1.  

4.  
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Statement, if applicable. Review the
actual cost accounting practices used by
the contractor in preparing the COM
submission and determine if the practices
are consistent with disclosed/established
practices (CAS 401, FAR 31-201-1 and
31-203(d)). Determine if the accounting
period used to develop the rates is
appropriate (CAM 9-704.2, CAS 406,
and FAR 31.203(e)).

b. Verify that the contractor used the correct
Treasury rate (CAM 8-414.1).

2.  

c. Verify the net book values (CAS 414) and
the representative investment (CAS 417)
used by comparing the values to the asset
records/general ledger.

3.  

d. Review whether the net book values of
the assets are correctly divided between
distributed and undistributed.
(CAM 8-414.1c(2)).

4.  

e. Determine that undistributed assets are
allocated to the appropriate indirect
expense pools on a basis that approximates
the actual absorption of depreciation/
amortization of the assets. Under the
alternate method provided for in CAS 414,
undistributed assets may be allocated to
the G&A expense pool.

5.  

f. Verify that the allocation base is the same
as used for the overhead claim and/or
submission for billing rates (CAS 401 and
FAR 31.201-1, 31.203.(d)).

6.  

g. If the net book values of the assets reflect
asset write-ups resulting from the
purchase method of accounting, cost of
money applicable to the increase in the
net book values is unallowable
(FAR 31.205-10 (a) (5)).

7.  

5. Other Rates and Factors

a. Determine the types and quantities of the
other rates and factors proposed.
If appropriate, compare to prior history.

1.  

b. Verify and evaluate the basis for each
item and determine whether it is
reasonable in the circumstances.
Expand the audit steps in this section as
necessary to determine reasonableness.

2.  

5.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. If assist audits or technical specialist assistance
has been requested, review and incorporate the
results as appropriate.

1.  

2. Summarize the results of review (including
completing any remaining administrative work
papers and cross-referencing as necessary) and
compute rates questioned. Include the results
of review for compliance with FAR and
CAS 401, 402, 405, 406, and any other CAS
standard reviewed during this audit.

2.  

3. If the contractor has EVMS covered contracts,
provide comments in the audit report on whether
any findings are likely to impact on the
contractor's EVMS (10-407-c). Discuss
findings and recommendations relating to the
EVMS with the Contract Administration Office
EVMS Monitor prior to issuance of the report.
Immediately evaluate the impact of these
findings on specific EVMS covered contracts
and provide the details in flash EVMS
surveillance reports (11-209.2e).

3.  

4. Arrange and hold exit conference with
contractor representatives (CAM 4-304).

4.  

5. If your findings affect other review areas (e.g.,
CAS, estimating system, compensation, or
postaward reviews) prepare the appropriate lead
sheet(s) or noncompliance/system review
report(s). (See CAM 8-302.7 and 10-805 for
the reporting of CAS noncompliances, and
9-1100 for the reporting alternatives on
estimating system deficiencies.)

5.  

6. Compare the recommended/negotiated rates for
the current contractor fiscal year (CCFY) with
the CCFY billing rates and determine need for
revision of billing rates (CAM 6-705).

6.  

7. Prepare draft audit report and coordinate with
supervisory auditor (CAM 10-200 and 10-300).

7.  

8. Update the permanent files and ICAPS.8.  

9. Coordinate with the procurement officer
responsible for negotiating the rates and, if
necessary, arrange to attend negotiation

9.  

1.  
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conference (CAM 15-402).

10. Compute "questioned cost" and "questioned
cost sustained" rates for use in FMIS reporting
(DCAAP 7730.16).

10.  

Total2.  

Next Section

Open this portion of the document in Word (40.5 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/032/0048Z032DOC.HTM (16 of 16) [11/19/1999 3:31:13 PM]

http://web.deskbook.osd.mil/data/0048Z032DOC.DOC
http://web.deskbook.osd.mil/data/0048Z032DOC.DOC


Open this portion of the document in Word (60.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APLABOR

Audit Program for Labor Accounting Controls

Version 4.4
1 July 1998

Defense Contract Audit Agency
Audit Program for Reviewing and Reporting on

Contractor Labor System and Related Internal Controls
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

A. Purpose and Scope1.  

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractor's Labor System and related internal control
(including both manual and computerized activities) to plan related contract audit effort. This
requires that the auditor assess the adequacy of the contractor's policies and procedures, whether they
have been implemented, and if they are working effectively.

1.  

Document the understanding of the Labor System internal control in working papers and permanent
files (see CAM 5-100).

2.  

Test the operational effectiveness of Labor System internal controls.3.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.4.  

Report on the understanding of the Labor System internal control and assessment of control risk and
the adequacy of the system for government contracts.

5.  

2.  

This audit program is limited to the review of the Labor System and related internal controls for major
contractors, nonmajor contractors where the system is considered significant, and other contractors with
substantial negotiated firm-fixed price contracts. Only those controls directly related to the contractor's
Labor System, as defined below, will be audited under this assignment. Controls for interrelated audit
concerns regarding the adequacy of the contractor's other major systems (i.e., Budget and Planning,
Estimating, etc.) will be audited under separate assignments. While the controls for these areas are not part
of this audit, the results of all audits of these interrelated controls must be considered in forming an overall

3.  
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audit conclusion on the Labor System internal control. The results of this audit should be commented on in
reports on related audit areas.

When performing an update or follow-up review, the audit steps below should be adjusted and tailored
accordingly. To the extent possible, prior audit effort should be used as a basis for validating the
contractor's internal control.

4.  

Before beginning this review, the auditor should be alert for internal control reviews performed by the
contractor or its external auditor relating to this audit area. In those cases where internal control reviews
have been performed, the auditor should follow guidance contained in CAM 4-1000, Relying Upon the
Work of Others.

5.  

Before performing any review of internal controls, the auditor should determine that the system
contemplated for review is material to the Government. Once it is determined that the system is material to
the Government, the auditor should reassess the materiality of each section in the internal control audit
program before performing any audit steps in that section. The scope of any audit depends on individual
circumstances. The auditor is expected to exercise professional judgment, considering vulnerability and
materiality, in deciding the scope of audit to be performed.

6.  

The internal control matrix (see Attachment 1) shows the interrelationships among the control objectives,
control activities, and audit procedures used in this audit program. The control objectives and the audit
procedures have been fully integrated into this audit program; therefore, the matrix is not needed unless it is
desirable to see the associated control activities and the interrelationships in a matrix format.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Preliminary Audit Effort1.  

1. Research and Planning

a. Review and become familiar with
applicable sections of CAM 5-900 and
any recent Headquarters guidance not
incorporated in the CAM.

1.  

b. Review the extent and results of the
contractor's self-governance activities,
internal and external audits, coordinated
audits, etc., related to the Labor System.
In those cases where internal or external
audits have been performed, the auditor
should follow the guidance contained in
CAM 4-1000, Reliance on the Work of
Others. Document your review.

2.  

c. Review the permanent file for:

(1) Existence of contractor labor
accounting policies and procedures.

1.  

(2) Organization charts depicting the
functional areas responsible for the
processing of labor related data.

2.  

(3) Labor charging and distribution
system flowcharts providing a

3.  

3.  

2.  
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pictorial overview of all manual and
computerized processing steps.

(4) Information systems documentation:

(a) Pertinent record layouts of files
created and/or used during the
processing of labor related
transactions.

1.  

(b) Source documents.2.  

(c) Information on the conversion
of documents to computer
media.

3.  

(d) Subsidiary or master files affected
by the system.

4.  

(e) Relevant reports, journals, and
ledgers produced in the flow of
information to the labor reports.

5.  

4.  

(5) Employee awareness training
programs.

5.  

(6) Listings of current government
contracts.

6.  

(7) Past labor audit results and Internal
Control Audit Planning Summaries
(ICAPS) including any corrective
actions taken.

7.  

(8) Audit lead sheets.8.  

(9) The analysis of the control
environment and the results of any
other audits, for internal control
weaknesses that may impact this
review.

9.  

d. Discuss the planned review of the Labor
System internal controls with the
administrative contracting officer and, if
appropriate, other customers to identify,
understand, and document any concerns
they may have or areas which should be
reviewed.

4.  

e. In planning and performing the audit,
consider fraud indicators specific to the
type of audit being performed. Examples
of fraud risk indicators for the subject
audit area are contained in the following
sources:

Handbook on Fraud Indicators for
Contract Auditors, Section II.1.
(IGDH 7600.3, APO March 31, 1993)

1.  

5.  
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CAM Figure 4-7-3, CAM 6-404.62.  

Throughout the course of the audit,
document any identified risk indicators
and your response/actions to the identified
risks. If no additional audit steps are
required or no risk indicators are identified,
document this in the audit program or
working papers.

6.  

2. Entrance Conference and Preparation

a. Prepare a written memorandum to the
contractor to arrange for an entrance
conference, covering the areas highlighted
in CAM 4-302 and any specific data or
pertinent information not yet provided.

1.  

b. Conduct an entrance conference as
outlined in CAM 4-302, with particular
emphasis on:

(1) Requesting the contractor to provide,
if applicable (see step E.4.), a
demonstration of the Labor System
transaction flow including data input,
data processing, data output, and
related internal controls.

1.  

(2) Any changes in the labor processing
job stream since the last review.

2.  

(3) The contractor's monitoring process
to ensure that established manual and
computerized controls are functioning
as intended.

3.  

(4) Any identified weaknesses which
may have been reported and related
follow-up actions taken.

4.  

2.  

1.  

3. Initial Risk Assessment

a. Analyze pertinent information extracted
from the permanent file and data provided
by the contractor at the entrance
conference to determine if any additional
clarification is required at this time.

1.  

b. Determine the labor process employed
by the contractor and to what degree a
computerized system is used.

2.  

c. Perform a high level cursory review to
determine if the following exist:

(1) A functional organization with
defined organizational
responsibilities.

1.  

3.  

2.  
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(2) A written description of the work
flow in the labor process.

2.  

(3) Policies and procedures for
effectively controlling the process.

3.  

(4) Based on the contractor's assertions
and the information obtained from
other relevant sources, prepare a
preliminary audit risk assessment to
identify those control areas requiring
further audit effort.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Control Environment1.  

The control environment sets the tone of an
organization, influencing the control consciousness
of its people. It is the foundation for all other
components of internal control, providing discipline
and structure. The auditor should obtain a sufficient
understanding of the control environment to determine
the impact that it may have on the overall effectiveness
of the Labor System internal controls.

1. Obtain a copy of the most recently completed
ICAPS for the Control Environment and Overall
Accounting controls. Review the rationale
behind any moderate or high risk assessment
ratings and determine the impact, if any, on the
effectiveness of the labor system internal controls.

1.  

2. If a review of the control environment has not
been recently performed, review all documented
prior audit experience with the contractor,
including permanent files, relevant audit reports
and workpapers, suspected irregular conduct
(SIC) referrals and discussions with prior
auditors. Obtain an understanding of the
following factors:

a. Integrity and ethical values.1.  

b. Commitment to competence.2.  

c. Board of directors and/or audit committee
participation.

3.  

d. Management's philosophy and operating
style.

4.  

e. Organizational structure.5.  

f. Assignment of authority and responsibility.6.  

g. Human resource policies and procedures.7.  

2.  

2.  
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2. Document the overall assessment of the control
environment and the impact that it has on the
review of the Labor System.

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Contractor's Risk Assessment1.  

The auditor should develop a sufficient understanding
of the risk assessment process currently employed by
the contractor in terms of its identification, analysis,
and management of risks relevant to the accumulation
and recording of labor costs.

1. Meet with responsible personnel to obtain an
overview of the various risk factors considered
by management.

1.  

2. Once the various risk factors are identified,
obtain an understanding of how management
identifies the risks, estimates the significance
of risks, assesses the likelihood of their
occurrence, and relates them to contract
reporting.

2.  

3. If applicable, obtain an overview of any plans,
programs, or actions management may initiate
to address specific risks. Keep in mind that,
depending on the nature of specific risks;
management may elect to accept a given risk
due to costs or other considerations.

3.  

4. Document your overall understanding of the
contractor's risk assessment practices.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Information and Communications1.  

Information and communication processes consist of
the methods and records established to record,
process, summarize, and report contract cost data.
The auditor should develop a sufficient understanding
of the contractor's information and communication
processes (relevant to contract cost data) to identify
the significant classes of transactions and how they
are initiated, processed, controlled, and reported.

1. Since the accounting and EDP systems are
integral components of information and
communication processes, obtain a copy of the

1.  

2.  
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most recently completed Internal Control
Audit Planning Summaries for the Environment
and Overall Accounting Controls and the EDP
System General Internal Controls. Review the
rationale behind any moderate or high-risk
assessment ratings and determine the potential
impact, if any, on the effectiveness of the Labor
System internal controls. Document your
review.

2. Review relevant permanent files, prior audit
working papers, and any prior contractor
demonstrations of its Labor System information
and communication processes. Document your
review.

2.  

3. Review information in the permanent files related
to the contractor's status of Year 2000
compliance. Ascertain if the contractor has
modified or replaced any hardware or software
that directly affects the Labor System. If
modified or replaced, have the contractor
demonstrate the effects in step E.5. below and
consider the internal control risk implications
when performing tests of controls in step E.6.
If not modified or replaced, and the audit is
performed in the contractor's fiscal year which
contains the date 1 January 2000, have the
contractor demonstrate why the system is not
affected by Year 2000 computer problems and
consider increasing the tests of controls in
step E.6.

3.  

4. Determine if the contractor has made changes to
the information and communication processes in
its Labor System since the last demonstration.
Review the changes. If no prior systems
demonstration was performed, have the
contractor provide one. Contractor
representatives providing the demonstration
should possess a detailed knowledge of the Labor
System. The demonstration provides the auditor
an opportunity to query contractor personnel
regarding internal controls and how they are
monitored. The auditor should ensure that the
demonstration addresses the internal control
objectives in section G. of this audit program.

4.  

5. The contractor should include appropriate
manual and computerized controls in its
information processing that check for accuracy,
completeness, and proper authorization of labor

5.  
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related transactions.

a. Have the contractor identify and
demonstrate all access controls to the
Labor System on and related transactions.

(1) Compare the contractor disclosed
controls with the generic access
control listing contained in
CAM 5-1406.1 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed access
controls. Discuss any apparent
deficiencies with the contractor.

2.  

1.  

b. Have the contractor identify and
demonstrate all data input controls to
the Labor System and related
transactions for originating, authorizing,
collecting, preparing, and approving
input transactions.

(1) Compare the contractor disclosed
controls with the generic input
control listing contained in
CAM 5-1406.2 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed input
controls. Discuss any apparent
deficiencies with the contractor.

2.  

2.  

c. Have the contractor identify and
demonstrate all processing controls for
the Labor System which ensure all
authorized transactions are processed
accurately and properly.

(1) Compare the contractor disclosed
controls with the generic processing
control listing contained in
CAM 5-1406.3 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed
processing controls. Discuss any
apparent deficiencies with the
contractor

2.  

3.  

d. Have the contractor identify and4.  
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demonstrate controls related to the
identification, correction, and
resubmission of rejected data.

(1) Compare the contractor disclosed
controls with the generic error
detection and correction control
listing contained in CAM 5-1406.4
and identify any controls not
incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed error
detection and correction controls.
Discuss any apparent deficiencies
with the contractor.

2.  

e. Have the contractor identify and
demonstrate controls related to ensuring
the output accuracy of computer program
processing.

(1) Compare the contractor disclosed
controls with the generic output
control listing contained in
CAM 5-1406.5 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed output
controls. Discuss any apparent
deficiencies with the contractor.

2.  

5.  

6. Selectively trace labor transactions through the
Labor System to validate your understanding of
the information and communication processes in
the Labor System. Discrepancies between your
understanding and the contractor's
demonstration should be resolved prior to
completing the remainder of this review.

6.  

7. Document your confirmed understanding of the
contractor's Labor System information and
communication processes and obtain a written
confirmation from the contractor indicating that
they agree with this understanding.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Monitoring1.  

Monitoring is a process that assesses the quality of
internal control performance over time. It involves

2.  
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assessing the design and operation of controls on a
timely basis and taking necessary corrective actions.
The auditor should develop a sufficient understanding
of the contractor's ongoing monitoring activities and/or
separate evaluations related to the Labor System
internal controls.

1. Determine if ongoing monitoring procedures
are incorporated into the normal recurring
activities of the contractor's organization. These
procedures should include regular management
and supervisory activities.

1.  

2. Where applicable, determine the extent of
internal audit involvement in performing
monitoring functions through separate
evaluations.

2.  

3. Determine and document the extent of
monitoring activities being performed by
external parties.

3.  

4. Document your overall understanding of the
monitoring activity being performed at the
contractor's location and determine the impact
it will have on our review of the Labor System.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Control Objectives and Activities1.  

The auditor should obtain an understanding of the
contractor's control activities (policies and procedures)
for each relevant Labor System control objective. A
detailed understanding of control activities is essential
to the assessment of control risk for each objective.
Labor System primary control objectives and examples
of control activities, as they relate to U.S. Government
contracts, are provided in Attachment 1 (ICM-LABR).
The audit procedures in this section, organized by
control objective, are also included in the attachment.

2.  

The auditor should review contractor internal and/or
external audits to determine if any control activities
have already been reviewed and if reliance can be
placed on such reviews.

3.  

In performing the following audit procedures to
understand the contractor's control activities, the
auditor should recognize that while obtaining an
understanding of the other components of internal
control (control environment, contractor risk
assessment, information and communications, and

4.  
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monitoring), he/she is also likely to have obtained
some level of knowledge about control activities.
The auditor should utilize this knowledge in
determining the additional time needed to obtain a
sufficient understanding of the contractor's
control activities.

1. Management Reviews1.  

Monitor the overall integrity of the
Labor/Timekeeping System.

a. Review the plans/results of prior internal,
external, or coordinated audits of the labor
system for deficiencies that could materially
impact government contract risk and
vulnerability. Determine if the objectives of
the internal reviews are relevant to
government risk areas, in accordance with
CAM 4-1000.

1.  

b. Determine if any required corrective action
was taken or why no action was taken.

2.  

c. Adjust the scope of this audit based on the
results of the compliance reviews.

3.  

2.  

2. Employee Awareness Training3.  

Reasonably assure that all employees are aware
of the importance of proper time charging.

a. Determine whether the policies and
procedures address formal company-wide
timekeeping and labor charging training
with provisions for refresher courses, and
require formal documentation of employee
attendance.

1.  

b. On a test basis, review the contractor's
employee sign-in logs, memoranda
recording attendance, agenda, etc., to
verify that training has occurred.

2.  

4.  

3. Labor Authorization/Approvals5.  

Controls the accumulation and recording of labor
costs allocable to cost objectives for the purpose
of determining proper cost reimbursement on
government contracts.

a. Determine if the policies and organizational
structure provide for adequate control over
work authorizations, and require
authorizations to be issued independently of
those performing the work, to assure the
integrity of labor recording procedures.
Particular attention should be given to the

1.  

6.  
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procedures used to control the opening and
closing of work authorizations.

b. Select a preliminary random sample of
work authorizations to determine who
initiated the documents. Compare these
authorizations to the organizational chart
to verify separation of duties.

2.  

c. Determine if policies require detailed
descriptions of the work to be performed.

3.  

d. In conjunction with step G.6.d., request
the purchase orders, contracts, etc., for the
work authorizations selected in step G.3.b.,
above. Verify that the description on the
work authorization clearly relates to the
item(s) required on the originating
document(s).

4.  

4. Timekeeping -- Manual or Automated Systems7.  

Assure that labor hours are accurately recorded
and that any corrections to timekeeping records
are documented, including appropriate
authorization and approvals.

a. Determine if the contractor's policies and
procedures are adequate to maintain the
integrity of the timekeeping system.

1.  

b. In conjunction with step G.5.e., select a
preliminary random sample of employees
for floorchecks, verifying that the
established timekeeping procedures are
being followed.

2.  

8.  

Note: To the extent possible, the auditor should
rely on work performed under MAAR 6.

5. Labor Distribution1.  

Reasonably assure the proper recording of labor
costs to cost objectives.

a. Determine if policies and procedures
require that hours recorded in the
Timekeeping system are reconciled, either
manually or automatically as part of normal
EDP operations, with attendance records
and labor distribution summaries.

1.  

b. Verify that the contractor performs
reconciliations of timekeeping records to
attendance records and labor distribution
summaries. If these reconciliations are
performed as part of the EDP operations,
the auditor should indicate as such and

2.  

2.  
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design appropriate tests to verify the
effectiveness of the computerized
procedures.

c. Determine if procedures exist for equitable
recording of uncompensated overtime as
covered in CAM 6-410, "Review of
Uncompensated Overtime."

3.  

d. Determine if procedures require that direct
and indirect labor charges be supported by
sufficient evidential matter to verify the
allocability to final cost objectives, and that
they are traceable to approved work
authorizations.

4.  

e. Concurrently with step G.4.b., request the
work authorizations for the labor charges
sampled to verify that the charges are valid
and traceable to final cost objectives.

5.  

6. Labor Cost Accounting3.  

Reasonably assure that labor costs charged to
the government are in compliance with
promulgated cost accounting standards,
acquisition regulations, generally accepted
accounting standards, and contract terms/clauses.

a. Review the procedures to determine if they
address comparative analysis of sensitive
accounts. Procedures should also address
changes in labor charging practices to
assure consistency with CAS.

1.  

b. Request contractor documentation of
reviews of sensitive accounts to verify
compliance and to identify any areas that
require further analysis.

2.  

c. Determine if policies require the briefing
of contracts for relevant contract terms
and conditions impacting labor.

3.  

d. In conjunction with Step G.3.d., request
contractor briefing documents or contracts
impacting overtime, skill mix, etc. Obtain
a random sample of payroll/personnel
records to review for compliance with
contract terms.

4.  

e. Determine if policies require the
identification and segregation of
unallowable direct and indirect
labor costs.

5.  

f. Verify that the chart of accounts and the
contractor's disclosure statement identify

6.  

4.  
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and describe the treatment of unallowable
direct and indirect labor costs.

g. Determine if policies require that
Lump-Sum wages resulting from union
contracts be amortized, if applicable
(see CAM 7-1919).

7.  

h. If applicable, request an amortization
schedule from the contractor and review
for compliance with the requirements
outlined in CAM 7-1919.

8.  

i. Determine if policies regarding overtime
authorization and the allocability of
overtime premiums addresses the concerns
in CAM 6-409.

9.  

j. On a test basis, review documentation
supporting the authorization of overtime
to determine that the contractor is in
compliance with FAR 22.103, where
applicable.

10.  

k. Determine if adequate policies exist for
the retention of records, as outlined in
FAR 4.705-1.

11.  

7. Payroll Preparation and Payment5.  

Provide reasonable assurance that payrolls are
prepared by persons independent of those
responsible for the timekeeping operation and
actual payroll payment, and that pay rates are
appropriately authorized and accurate.

a. Review current organizational charts, job
descriptions, etc., to determine if there is
a sufficient division of duties between
personnel responsible for the preparation
of time and attendance records, and those
responsible for the preparation and
distribution of the payroll.

1.  

b. Ascertain whether procedures require that
the pay rates in effect be supported by
written authorization from the personnel
department or other authorized source.

2.  

c. On a test basis, verify that pay rates are
officially authorized.

3.  

d. Determine if procedures require
cross-checks, either manual or
computerized, within the payroll
department for verifying the accuracy of
names, rates of pay, hours worked,
extensions, and accounting distributions.

4.  

6.  
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e. Verify that the contractor performs the
required crosschecks in accordance with
established procedures by reviewing
evidentiary documentation. If these
crosschecks are computerized, the auditor
should indicate as such and design
appropriate tests to verify the effectiveness
of the computerized procedures.

5.  

8. Labor Transfers and Adjustments7.  

Provide reasonable assurance that labor transfers
or adjustments of the labor distribution are
documented and approved.

a. Determine that policies and procedures
exist for approving and reviewing labor
transfers, and that a relevant written
explanation is required for the transfer.

1.  

8.  

Note: Particular attention should be given to
systems that allow for "on-line"
adjustments. In these cases, the auditor
should review controls in place to ensure
that unauthorized or undocumented
adjustments are prevented or detected in
a timely manner.

b. On a test basis, verify the contractor's
compliance with established procedures for
labor transfers by reviewing evidentiary
documentation.

1.  

c. Determine if policies require that labor
charging errors be suspended until
reviewed, officially authorized and
corrected.

2.  

d. On a test basis, verify the contractor's
compliance with established procedures
for labor charging errors by reviewing
evidentiary documentation.

3.  

Note: To the extent possible, the auditor should
rely on work performed under MAAR 10.

H. Assessment of Control Risk
1. Considering all five components of internal
control, assess control risk for each of the
relevant control objectives identified in
section G. For each of the objectives,
summarize the characteristics which support
the assessed level of control risk and
specifically identify any internal control
weaknesses or system deficiencies.

1.  

1.  
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2. Determine if the system is adequate to
reasonably assure proper pricing,
administration, and settlement of
Government contracts in accordance with
applicable laws and regulations.

2.  

3. Based on the assessments above, determine
the impact on the scope of other audits.

3.  

4. Update the Internal Control Audit Planning
Summary (see CAM 3-305).

4.  

5. Coordinate the results of audit with the
supervisor. The supervisor and the FAO
manager should review and initial the ICAPS
before the exit conference is performed. If it is
determined that additional audit steps are needed,
any additional planned audit effort should be
accomplished as part of this review or
immediately thereafter. Any delays in
completion of this audit effort should be
documented and approved by management.

5.  

I. Summary Audit Steps
1. Prepare a draft audit report in accordance with
CAM 10-400.

1.  

2. Conduct an exit conference with the contractor
in accordance with CAM 4-304.

2.  

3. Finalize the audit report incorporating the
contractor's response and audit rejoinder.

3.  

4. If the contractor has EVMS covered contracts,
provide comments in the audit report on whether
any findings are likely to impact the contractor's
EVMS (10-407.c). Discuss findings and
recommendations relating to the EVMS with the
Contract Administration Office EVMS Monitor
prior to issuance of the report. Immediately
evaluate the impact of these findings on specific
EVMS covered contracts and provide the details
in flash EVMS surveillance reports (11-209.2.e).

4.  

5. Update the permanent file in accordance with
CAM 4-405.1b (MAAR #3).

5.  

2.  

Total

Attachment 1 -- ICM-LABR

Internal Control Matrix -- Audit Program for Labor Accounting Controls

Version 3.0
1 July 1999
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Review and Evaluation of
Labor and Accounting Controls

Control Objectives Control Activities Audit Procedures

1. Management Reviews
Monitor the overall integrity of the
labor/timekeeping system.

Reviews of the labor accounting system,
including the testing of labor charges for
accuracy, and performance of
unannounced floorchecks in accordance
with company policy and/or IIA standard.

a. Review the plans/results of prior internal,
external, or coordinated audits of the labor
system for deficiencies which could
materially impact government contract risk
and vulnerability. Determine if the objectives
of the internal reviews are relevant to
government risk areas, in accordance with
CAM 4-1000.
b. Determine if any required corrective action
was taken or why no action was taken.
c. Adjust the scope of this audit based on the
results of the compliance reviews.

2. Employee Awareness Training
Reasonably assure that all employees
are aware of the importance of proper
time charging.

The contractor's procedures address formal
company-wide timekeeping and labor
charging training with provisions for
refresher courses, covering the following:
Programs for new hires emphasizing the
employee's responsibility for accurate
recording of labor.
Programs stressing management's
responsibility to provide for the accurate
recording of labor hours.
Periodic refresher courses on proper
timekeeping and labor charging practices,
especially for employees found not to be
complying with company labor charging
procedures.
An explanation of the penalties for
knowingly mischarging time. This should
include penalties imposed by the company
and those by the government (i.e., False
Claims Act).
The importance of maintaining a
segregation of duties for labor-related
activities to prevent the appearance of and
opportunities for improprieties.

a. Determine whether the policies and
procedures address formal company-wide
timekeeping and labor charging training with
provisions for refresher courses, and require
formal documentation of employee
attendance.
b. On a test basis, review the contractor's
employee sign-in logs, memoranda recording
attendance, agenda, etc., to verify that
training has occurred.

3. Labor Authorization/Approvals
Controls the accumulation and
recording of labor costs allocable to
cost objectives for the purpose of
determining proper cost reimbursement
on government contracts.

Work authorization and/or job
assignments, to the extent practical, are
controlled and issued independent of those
responsible for performing the work.

a. Determine if policies and organizational
structure provide for adequate control over
work authorizations and require
authorizations to be issued independently of
those performing the work, to assure the
integrity of labor recording procedures.
Particular attention should be given to the
procedures used to control the opening and
closing of work authorizations.

   

b. Select a preliminary random sample of
work authorizations to determine who
initiated the documents. Compare these
authorizations to the organizational chart to
verify separation of duties.
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Labor documentation/work descriptions
clearly identify the nature of the work
performed and are trackable to an end-cost
objective, whether allowable or
unallowable/direct or indirect. Work
descriptions are sufficiently detailed to
determine the allowability and allocability
of the labor charges to government
contracts.

c. Determine if policies require detailed
descriptions of the work to be performed.
d. In conjunction with steps 6.d., request the
purchase orders, contracts, etc., for the work
authorizations selected in step 3.b. Verify that
the description on the work authorization
clearly relates to the item(s) required on the
originating document(s).

4. Timekeeping
Assure that labor hours are accurately
recorded and that any corrections to
timekeeping records are documented,
including appropriate authorizations
and approvals.

Manual systems provide for the accurate
and complete recording of labor hours, as
well as appropriate controls to ensure
corrections to labor records are accurate
and authorized. Generally, they may be
categorized as procedures which pertain
to:
Supervisory observation of employee
arrival and departure to prevent improper
clock-in/clock-out.
Employee possession of timecard/time
sheet.
Employees prepare their timecards in ink,
as work is performed.
(I) Only one card/sheet is prepared per
employee per period; (ii) Cards/sheets are
preprinted with employee name and
identification number; and (iii)
Cards/sheets are turned in to the
designated timekeeping office or collected
by an authorized person.
Precoded data is printed on the job cards
for identification purposes and so
employees will know the job being
charged and can relate it to the task being
performed.
Direct labor employees record their time
no less often than daily. Sufficient formal
subsidiary records are maintained, if
necessary, to assure accurate time
recording and allocating to intermediate
and final cost objectives when multiple
jobs are worked in a day.
Corrections are made in ink, initialed by
the employee, properly authorized, and
provide a sufficient and relevant
explanation for correction.
Employees and supervisors sign the
timecards/timesheets in accordance with
procedures, verifying the accuracy of the
recorded effort.

a. Determine if the contractor's procedures are
adequate to maintain the integrity of the
timekeeping system.
b. In conjunction with step 5.e., select a
preliminary random sample of employees for
floorchecks, verifying that the established
timekeeping procedures are being followed.
(Note: to the extent possible, the auditor
should rely on work performed under MAAR
6.)
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Automated systems provide for the
accurate and current recording of labor
hours by authorized employees, as well as
appropriate controls to ensure corrections
to labor charges are accurate and
authorized. Generally, they may be
categorized as procedures which pertain
to:
Only the employee uses their labor
charging instrument to access the labor
system.
Employee badge issuance is sufficiently
controlled so that no number is duplicated
and badges are not issued to unauthorized
persons.
Procedures are in place which require the
employee to report lost badges promptly.
Changes are initialed and dated by the
employee and supervisor and describe the
reason for the change, unless controlled by
bar coding, etc.

 

5. Labor Distribution
Reasonably assure the proper recording
of labor costs to cost objectives.

The total labor hours reflected in labor
distribution summaries agree with the total
labor charges as entered into the
timekeeping and payroll systems. All of
each employee's time is distributed as
recorded and reflects the accounting for all
hours worked.

a. Determine if policies and procedures
require that hours recorded in the timekeeping
system are reconciled, either manually or
automatically as part of normal EDP
operations, with attendance records and labor
distribution summaries.
b. Verify that the contractor performs
reconciliation's of timecards to attendance
records and labor distribution summaries. If
these reconciliation's are performed as part of
the EDP operations, the auditor should
indicate as such and design appropriate tests
to verify the effectiveness of the
computerized procedures.

 

The contractor has procedures to ensure
that all hours worked include both
compensated and uncompensated
overtime, to assure the proper distribution
of labor costs.

c. Determine if procedures exist for equitable
recording of uncompensated overtime, as
covered in CAM 6-410, "Review of
Uncompensated Overtime."

 

An audit trail exists which documents
direct and indirect labor charges to the
appropriate cost objectives, depending on
the system used.

d. Determine if procedures require that direct
and indirect labor charges be supported by
sufficient evidential matter to verify the
allocability to final cost objectives, and are
that they traceable to approved work
authorizations.
e. Concurrently with step 4.b., request that
work authorizations for the labor charges
sampled by verify that the charges are valid
and traceable to final cost objectives.
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6. Labor Cost Accounting
Reasonably assure that labor costs
charged to the government are in
compliance with promulgated Cost
Accounting Standards, Acquisition
Regulations, Generally Accepted
Accounting Principles, and contract
terms/clauses.

The contractor has procedures which
address significant increases in
direct/indirect labor accounts for
reasonableness and allocability.

a. Review the procedures to determine if they
address comparative analysis of sensitive
accounts. Procedures should also address
changes in labor charging practices to assure
consistency with CAS.
b. Request contractor documentation of these
reviews of sensitive accounts to verify
compliance and to identify any areas which
require further analysis.

 

Policies and procedures address briefing of
special contract terms and advance
agreements relative to allowability and
allocability of labor costs. The contractor
identifies all contract terms with
government costing implications such as
military standards, overtime, skill mix
requirements, etc., to ensure compliance
with those terms.
Direct and indirect labor costs directly
associated with unallowable costs are
identified and segregated. While this is an
important control procedure during
indirect cost reviews, the auditor should be
aware of this requirement under FAR
31.201-6 and CAS 405.

c. Determine if policies require the briefing of
contracts for relevant contract terms and
conditions impacting labor.
d. In conjunction with step 3.d., request
contractor briefing documents or contracts
impacting overtime, skill mix, etc. Obtain a
sample of payroll/personnel records to review
for compliance with contract terms.
e. Determine if policies require the
identification and segregation of unallowable
direct and indirect labor costs.
f. Verify that the chart of accounts and the
contractor's disclosure statement identify and
describe the treatment of unallowable direct
and indirect labor costs.

 

Lump Sum wages resulting from union
contracts are accounted for in accordance
with EITFIS 88-23. The matching concept
requires that lump sum payments
benefiting future periods should be
deferred and amortized over the period
benefited (i.e., the period covered by the
union contract).

g. Determine if policies require that Lump
Sum wages resulting from union contracts be
amortized per, if applicable (See CAM
7-1919.)
h. If applicable, request an amortization
schedule from the contractor and review for
compliance with the requirements of CAM
7-1919.)

 

The contractor has procedures which
address overtime authorization
requirements prescribed by FAR 22.103, if
applicable.

i. Determine if policies regarding overtime
authorization and the allocability of overtime
premiums address the concerns in CAM
6-409.

   

j. On a test basis, review documentation
supporting the authorization of overtime to
determine that the contractor is in compliance
with FAR 22.103, where applicable.

 

Policies and procedures address retention
of labor records which comply with the
current FAR requirements. The contractor
has procedures which address the retention
of labor records such as payroll records,
labor distribution records, work
authorizations, etc.

k. Determine if adequate policies exist for the
retention of records, as outlined in FAR
4.705-1.

7. Payroll Preparation and Payment
Provide reasonable assurance that
payrolls are prepared by persons
independent of those responsible for the
timekeeping operations and actual
payroll payment, and pay rates are
appropriately authorized and accurate.

Segregation of responsibilities between
timekeeping and payroll, to reduce the
opportunity to allow any person to be in a
position to both perpetrate and conceal
errors or irregularities such as fictitious
employees, improper time charges, etc.

a. Review current organizational charts, job
descriptions, etc., to determine if there is a
sufficient division of duties between
personnel responsible for the preparation of
time and attendance records, and those
responsible for the preparation and
distribution of the payroll.
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Policies and procedures address the
accuracy of the labor costs; in particular,
that pay rates are appropriately authorized.

b. Ascertain whether procedures require that
the pay rates in effect be supported by written
authorization from the personnel department
or other authorized source.

    c. On a test basis, verify that pay rates are
officially authorized.

   

d. Determine if procedures require
cross-checks, either manual or computerized,
within the payroll department for verifying
the accuracy of names, rates of pay, hours
worked, extensions, and accounting
distributions.

   

e. Verify that the contractor performs the
required cross-checks in accordance with
established procedures by reviewing
evidentiary documentation. If these
cross-checks are computerized, the auditor
should indicate as such and design
appropriate tests to verify the effectiveness of
the automated procedures.

8. Labor Transfers and Adjustments
Provide reasonable assurance that labor
transfers or adjustments of the labor
distribution are documented and
approved.

Management has established a system for
documenting, approving, and reviewing
the transfer of labor costs from one cost
objective to another. Written justification
is required for any such transfer, to ensure
the proper allocation of labor costs to final
cost objectives.

a. Determine that adequate policies and
procedures exist for approving and reviewing
labor transfers, and that a relevant written
explanation is required for the transfer.
Note: Particular attention should be given to
"on-line" adjustments. In these cases, the
auditor should review controls in place to
ensure that unauthorized or undocumented
adjustments are prevented or detected in a
timely manner.

   

b. On a test basis, verify the contractor's
compliance with established procedures for
labor transfers by reviewing evidentiary
documentation.

 
Labor distribution edit errors are processed
into a suspense account and billed to
customers only after correction.

c. Determine if policies require that labor
charging errors be suspended until reviewed,
officially authorized, and corrected.

   

d. On a test basis, verify the contractor's
compliance with established procedures for
labor charging errors by reviewing
evidentiary documentation.
Note: To the extent possible, the auditor
should rely on work performed under MAAR
10.

 

Reports of suspense labor and edit errors
are generated and provided to the
appropriate personnel for review and
corrective action.

See steps 3.a. & b. above.

Next Section

Open this portion of the document in Word (60.5 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APLABRCK

Labor Interview/Floorcheck Audit Program

Version 2.4
1 April 1999

Defense Contract Audit Agency
Labor Interview/Floorcheck Audit Program

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: This program can be used on a stand-alone basis or in conjunction with the Agency's Audit Programs
for Incurred Costs of Contractors. It does not replace individual auditor judgment under either use or in any
form. The program must be tailored to the audit scope of the particular assignment, and when appropriately
tailored, can be used for both in-depth labor charging and allocation reviews or labor floorcheck reviews. In
either case, it must reflect an understanding between the auditor and supervisor as to the scope required to
meet auditing standards and DCAA objectives for the current assignment.

A Purpose and Scope1.  

The purpose of this review is to evaluate the accuracy of contractor employee (salaried and/or hourly)
labor hour charges to contracts, indirect accounts, or other cost objectives. When properly tailored and
approved by the supervisory auditor, this program can be used to perform labor floorchecks and interviews
to help satisfy the mandatory annual audit requirement relating to labor floorchecks and/or interviews.
(MAAR 6)

2.  

While labor interviews and floorchecks are similar they vary in the nature and extent of procedures used.
The type of method used is influenced by the perceived risk associated with the recording and
accumulation of labor costs. In particular, the control risk associated with the contractor's labor accounting
system and related internal controls will have a significant impact on the type of procedures considered
necessary. In all circumstances, effective and productive audits will require some physical verification of
labor transactions (interviews/floorchecks) to arrive at supportable conclusions regarding the acceptability
of labor costs charged to Government contracts. The objective of labor interviews are to evaluate the
accuracy of contractor employee (salaried and/or hourly) labor hour charges to contracts, indirect accounts,

3.  
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or other cost objectives. The objectives of floorchecks are to verify the existence of employees and to
evaluate the timekeeping internal control procedures.

The extent of audit effort in testing and verifying labor costs is dependent on the perceived audit risk and is
influenced by (1) the nature and significance of labor and related expenses, (2) prior audit experience with
the contractor, (3) the reliability and acceptability of the contractor's labor system and related internal
controls, (4) the contractor's mix of contracts and nature of contract provisions, and (5) the nature of the
contractor's organization and operations.

4.  

It would be impractical with limited resources to review all labor costs at one time. The audit steps in
sections C through F will help identify those areas most likely to result in a significant adverse cost impact
to the government (risk) and the extent of government exposure to suspected irregular conduct
(vulnerability). The nature and extent of further audit effort should be based on the outcome of this risk
and vulnerability analysis. There is no significance to the sequence in which the audit steps in sections C
through F are presented. All information gathered must be analyzed in relation to all other contractor
knowledge obtained during the review.

5.  

This program contains audit steps that will help satisfy all or part of the following mandatory annual audit
requirements (MAARs):

6.  

1. MAAR 1 -- Update Internal Control Survey
2. MAAR 3 -- Permanent Files
3. MAAR 6 -- Labor Floorchecks, Interviews, Etc.
4. MAAR 7 -- Changes in DL/IL Time Charges
5. MAAR 8 -- Comparative Analysis-Sensitive Labor Accounts
6. MAAR 9 -- Payroll/Labor Distribution Reconciliation/Tracing
7. MAAR 10 -- Labor Adjusting Entries/Exception Reports
8. MAAR 12 -- Auditable Subcontracts/Assist Audits
9. MAAR 15 -- Indirect Cost Comparison/Prior Years and Budgets
10. MAAR 17 -- IRD/BP Compliance

7.  

B. References8.  

1. CAM 6-400 Audit of Incurred Labor Costs9.  

2. CAM 6-800 -- Assist Audit of Incurred Costs,"10.  

3. CAM 10-400 -- Functional Audit Reports,"

4. CAM 10-805 -- Audit Reports-Noncompliance with Disclosed or Established Practices, CAS, or
FAR

1.  

11.  

5. DCAAP 7640.91 -- Quantitative Methods for Auditors

6. CAM 4-702.3 and Figure 4-7-3 identify "Examples of Characteristics and Types of Activity
Associated with Illegal Expenditures and Acts for Specific Audit Areas"

1.  

12.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort1.  

1. Review CAM 6-404.3
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2.

Review the labor Internal Control Audit
Planning Summary (or ICQ for FYs 1994 and
before) and related section of the contractor's
permanent file to obtain a understanding of the
contractor's labor accounting policies,
procedures, and the level of control risk
associated with the related internal controls.
Contractor organization charts, labor charging
and distribution system flowcharts, and listings
of current government contracts are very useful
sources of information and should be referred to
often during the analysis. All relevant
information gathered during the audit should be
referenced in the permanent file. (MAAR 3)

3.
Coordinate the review with the ACO and other
contracting officer representatives as discussed
in CAM 6-404.3b.

4.

Hold an entrance conference with the contractor
to exchange preliminary information about the
audit and to enable the contractor to provide a
briefing about its labor charging and allocation
policies.

  a.
Discuss the general time period of audit
performance.

  b.
Advise the contractor that the review will
include unannounced interviews or
floorchecks.

  c.

Request the contractor designate a
representative and alternate to accompany
the audit team during the interviews or
floorchecks. A representative and alternate
should be designated for each of the
contractor's locations.

  d.

Establish procedures for conducting
interviews or floorchecks. Inform the
contractor that documentation will be
requested from the employee during the
interview or floorcheck to support the
labor effort.

  e.
Request a contractor representative to act
as audit coordinator for discussing audit
progress and findings.

5.

Request and review the contractor's internal
audits of labor charging and allocation.
Document any reported deficiencies and
corrective actions.
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6.

In planning and performing the audit, consider
fraud risk indicators specific to the type of audit
being performed. Examples of fraud risk
indicators for the subject audit area are contained
in the following sources:

Handbook on Fraud Indicators for
Contract Auditors, Section II.1. (IGDH
7600.3, APO March 31, 1993)
CAM 6-405.3.i. & q.

Throughout the course of the audit, document
any identified risk indicators and your
response/actions to the identified risks. If no
additional audit steps are required or no risk
indicators are identified, document this in the
audit program or working papers.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Review of Conditions Influencing
Labor Charging Practices

1.  

Note: Proper risk and vulnerability analysis requires a working knowledge of not only the contractor's
operations, policies, and procedures, but also of the many conditions that may influence management
decisions. Labor risk and vulnerability is usually the effect of the relationships among several conditions. The
review of the following factors and conditions may identify risk areas, e.g., cost/profit centers, departments,
groups of employees, employee labor classifications, or contract/cost objectives where the potential for labor
mischarging is high. The auditor should identify the specific risk area(s) associated with these conditions.

1. Review CAM 6-404.6.

2.

Determine the government contract mix (cost vs.
fixed price/commercial). A contractor with a mix of
cost-type and fixed-price/commercial work may be
tempted to mischarge effort allocable to fixed-price
or commercial work to cost reimbursable work.

3. Perform labor cost trend analyses.

a.

Perform trend analyses to disclose any
significant increases in the ratio of direct to
indirect labor accounts. Significant
fluctuations in the ratio of direct to indirect
costs should be explained. If there is no
apparent explanation, this area should be
further reviewed (e.g., the contractor may be
misclassifying direct contract costs to selling
and marketing costs or IR&D/B&P costs.)
(MAARs 7, 8, and 15)
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b.

Review changes in procedures and practices
for direct/indirect time charging of contractor
employees for consistency with GAAP, CAS,
and applicable contract cost principles.

c.

Perform a comparative analysis of sensitive
labor accounts. Significant fluctuations
should be explained. Be alert to situations
where labor is being excluded from overhead
allocation bases or transferred from the
allocation base to the indirect cost pool.

4.

Analyze the contractor's organizational structure to
determine if it permits inconsistent treatment of
similar labor costs. Determine whether the
treatment of labor costs associated with program
management, secretarial and administration,
employee training, meetings, and downtime is
consistent.

5.

Scan adjusting journal entries and labor
transfers.(MAAR 10) Determine if there are any
unusual labor transfers made via adjusting journal
entries and whether adequate rationale and
supporting documentation is available. Be alert to
situations where labor costs are being transferred
without supporting timecards and/or
documentation. Seek explanations for any abnormal
adjusting entries or corrections.

6.

Request the contractor provide a listing of all
contracts that are currently in an overrun position or
projected to be in an overrun position. Labor effort
associated with contracts at or near an overrun
position is more likely to be mischarged.

7.
Request the ACO or PCO provide information on
any "trouble contracts".

8.

Determine if the contractor's management system
requires strict adherence to budgetary controls and
if manager's bonuses or incentives are determined
based on performance against some predetermined
budget. Tight budgetary policies increase the risk of
labor mischarging.
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9.

Determine if labor is being charged to contracts
with available funding rather than to the actual
contracts being worked on. This requires the auditor
to be alert to this type of situation and consider
factors other than cost in determining the existence
or extent of this practice. The contractor may be
diverting costs over the contract funds or budget to
other cost objectives. For example, a contractor
may have already reached the contract fund limit
before deliveries are to be made and may now be
diverting contract costs to other contracts or cost
objectives. A review of recent deliveries made
under this contract may reveal that no labor costs
were charged to the contract during the period when
deliveries occurred.

10.

Review the contractor's labor charging practices for
restructuring activities. Determine if the contractor
is properly classifying restructuring activities in
accordance with established agreements and
DFARS 231.205-70, if applicable.

11. Identify significant contract provisions.

a.

Review contracts and contract modifications
for certain provisions which increase the
incentive for labor mischarging. An example
of such a provision is one that places ceilings
on certain cost elements.

b.

Review Time and Material/Engineering and
Technical Services contracts to determine if
they include enforceable task order funding
ceilings. These ceilings prohibit the contractor
from recovering any costs incurred above the
ceiling limit.

c.

Determine if any contracts contain "Cost
Sharing" clauses which require the contractor
to provide goods or services at no cost to the
government.

12. Identify Contract Definition (CD) Contracts.

a.
Read CAM 6-404.6b(8) for the definition of
CD contracts.

b.

Identify all CD contracts. These contracts are
high risk contracts and therefore should be
reviewed to make sure all allocable effort is
being charged.
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13.

Determine if the contractor has related or similar
cost-type and fixed-price contracts for the same or
similar items. This situation affords the opportunity
to mischarge labor between the related or similar
contracts.

14.

Determine if the contractor has significant amounts
of labor being incurred at offsite locations and
determine is an assist audit is required based on the
level of risk at the offsite location, (risk assessment
factors to consider are included in CAM
6-405.3(a).) Floor checks or labor interviews should
be performed at every significant off-site location at
least every three years. If an assist audit request is
determined necessary, request assist audits in
accordance with CAM 6-805.1.

15.

Determine if the contractor is charging certain
categories of labor directly to government contracts
contrary to the manner in which the costs were
reflected in the bid proposal or contrary to the
treatment accorded commercial contracts. The
treatment of pre-contract and post-contract costs
should be reviewed.

16.

Review any other significant conditions which may
influence contractor labor charging practices. This
will require knowledge of the particular contractor
location and should be discussed with the
supervisory auditor to develop the appropriate audit
procedures.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E Determining Additional Audit Effort1.  

1. Review CAM 6-404.7.

2.

Analyze the information gathered in C
through D above. Review the information in
aggregate as it relates to all other information
known about the contractor.

3.

Use the results of the analysis to identify
potential area(s) where the risk of labor
mischarging is high and the government's
vulnerability is significant enough to warrant
further review (see CAM 6-404.7b(1) and (2)
for examples of conditions indicating high
risk area(s)).
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4.
Discuss the results of the analysis with the
audit supervisor and adjust the scope of the
audit accordingly.

5.
If high risk areas warranting further review
are identified, perform a pre-interview
analysis using the steps in F below.

6.

If no high risk areas are revealed, discuss with
the audit supervisor either terminating the
review or performing a floorcheck as
described in section H below (MAAR 6).

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F Pre-Interview Analysis1.  

1. Review CAM 6-404.8.

2.
For each high risk area identified, determine the
population of related employees.

a.

Review recent labor distribution documents
and payroll runs to identify all employees
charging labor effort or assigned to the risk
area. (Consider using data retrieval software
programs.)

b.
Prepare a schedule of employees charging a
major portion of their time to the risk area.

c.

Review other relevant available
documentation related to the risk area, e.g.,
organization charts, travel reports, contract
files, work authorizations, material inspection
and receiving reports, contract status reports,
etc. This review may identify employees who
have worked on the contract but have not
charged labor effort to it.

d.
For employees identified in F.2a and c above,
schedule labor time charges for an appropriate
recent period of time.

e.
Determine if any significant trends,
irregularities, or inconsistencies in charging
patterns exist. Make note of these employees.
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f.

For employees identified in F.2e, inspect
timecards (or other source documents)
starting with the most current time period.
Review each timecard for consistent time
splitting, changes in charging patterns,
corrections, alterations, white-outs, or
indications that someone other than the
employee is completing the timecard.

g.

For employees identified in F.2f above,
review travel reports and compare travel
expense reports to labor distribution charges.
Note any irregularities or inconsistencies.

h.

Understand the nature of the work of each
contract/cost objective charged by these
employees during the review period, the time
spent on each job, and other relevant
information.

3.

Select employees for interviews based on the results
of the review performed in F.2 above. Select those
employees whose time charges and other
documentation indicate a high probability of
mischarging.

4.
If no employees in the risk area appear to have
questionable time charges, discuss terminating the
audit of the risk area with the audit supervisor.

5.

For those employees selected for interviews,
prepare workpapers to document the interview.
Workpapers should include the employee name and
ID number, date of the interview, the attendees, the
reason for employee selection, interview summary,
audit conclusion, and any follow-up audit work
necessary.

6.

Formulate the questions to be asked during each
interview. The questions should be factual in
nature, tailored to each employee interviewed, and
designed to confirm or dismiss the suspected
mischarge. Avoid questions which solicit the
employee's opinion. Each employee to be
interviewed requires the formulation of specific
tailored questions, however, general information
should be solicited from each employee, such as;

a. employee name and ID number

b. current job title, position description

c. current projects and period of performance
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d.
description of work performed during the
period under review

e. percentage of time spent on each project

f.
charge numbers/accounts used to record time
spent on each project

g.
employee's timekeeping procedures, including
any informal records used to record time and
identify projects

h.

if applicable, the employee's supervisory
responsibilities and related procedures
including assigning and reviewing the work
of subordinates; reviewing, changing, and
approving time charges; controlling project
costs/budgets; approving overtime; etc.

7.
Review the questions to be asked each employee
with the audit supervisor.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Conducting Employee Interviews1.  

1. Review CAM 6-404.9

2.
Brief the other member(s) of the audit
interview team on the purpose of each
interview and the questions to be asked.

3.
Conduct the interview at the employee's work
location.

4.

Ask the general and specific questions
formulated for each employee to confirm or
dismiss any suspected labor mischarging and
to establish compliance with timekeeping
controls.

5.

Record the employee's complete responses
and note any inconsistent comments or
reactions. Ask appropriate follow-up
questions to help clarify responses.

6.
Obtain any available documentation to
substantiate the employee's labor efforts on
each project.

7.

If the interview provides indications that other
persons within the department or work area
may be involved in similar mischarging,
conduct additional interviews before leaving
the department/work area.
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8.
If appropriate, question management,
accounting, or other personnel to further
clarify or confirm the employee's statements.

9.
Complete employee interview workpapers
immediately after completing the interviews.

10.
Develop audit findings as described in section
I below.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

H. Floorcheck Procedures1.  

Note: Observations of work areas (floorchecks) are appropriate when there is limited government risk or
vulnerability. In addition, the performance of floorchecks will help satisfy the mandatory annual audit
requirement relating to labor floorchecks (MAAR 6). If conditions indicating a high probability of
mischarging exist, employee interviews, should be performed.

1. Review CAM 6-405.

2.
Obtain an understanding of timekeeping controls
from the labor ICAPS and related permanent files.

3.
Obtain a control list or roster of employees assigned
to the department or area to be checked.

4.

Depending on audit circumstances and objectives,
randomly or judgmentally select employees to be
floorchecked. If randomly, use the procedures
described in Appendix B of CAM.

5.

Gather appropriate background data on the selected
employees such as ID number, job classification,
and nature of work usually performed by the
employee and his/her department or cost center.

6.

Prepare worksheets to use during the floorchecks to
help guide the questioning and record the
employee's responses. Appendix 2 is an example of
a typical worksheet that could be used.

7.
If not already done, request the contractor to
designate a representative to accompany each audit
team during the floorcheck.

8.
Request representatives of the contracting officer to
accompany the audit teams during the floorcheck.

9.
Brief all audit team members on the overall audit
objectives and necessary background information.

10.
Obtain a plant layout and note the selected
employees' locations.
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11. Floorcheck the employees selected.

a.
Identify each selected employee by verifying
the employee's ID number and name to the
control list or roster.

b.

Discuss the nature of the work being
performed and observe the actual work
performance to determine whether the
employee is performing in the proper direct or
indirect labor capacity and whether the time is
being charged correctly.

c.
Discuss the employee's timekeeping
procedures to determine compliance with
internal controls.

d.
Compare employee responses with previous
data gathered. If inconsistent, ask appropriate
follow-up questions.

12.

For selected employees not available for the
interview, attempt to perform a follow-up
interview. If a follow-up interview is not practical,
perform additional audit steps to verify employee
existence. These steps may include:an observation
of the employee's work area, a review of the
employee's personnel/security files, and/or a
follow-up telephone interview.

13.

Obtain prompt explanations concerning all
questionable procedures observed. This may require
discussions with employee supervisors, contractor
management, accounting, and other appropriate
personnel.

14.

Reconcile the observations regarding the
employees' labor charges with subsequent payroll
and/or labor distribution records and follow-up on
any discrepancies. For assist audits conducted at
off-site locations, the auditors at the primary
location are responsible for reconciling the time
charges collected at the time of the employees' floor
checks to the labor distribution records when the
official books and records are maintained at the
primary location.

15.
Develop audit results using the appropriate steps
from section I below.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete
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I. Development of Audit Findings1.  

1. Review CAM 6-404.10

2.

Review and analyze data gathered during the
interviews or floorchecks with all information
previously gathered to either confirm the
employee labor mischarge or establish the
propriety of the labor.

3.
Discuss audit results and all confirmed labor
mischarges with the audit supervisor.

4.

Determine if the labor mischarges represent
isolated instances or indicate more
widespread conditions. This may require the
performance of additional employee
interviews or floorchecks.

5.
Determine if more audit effort is needed to
fully support the audit conclusions.

6.
Determine any costs questioned related to
labor mischarges. Costs questioned should be
specifically identified to each risk area.

7.

If conditions which may indicate fraudulent
or other suspected irregular activities are
disclosed, promptly report these as described
in 4-702.4.

8.

Incorporate any assist audits, update the FAO
assist audit tracking system (CAM 6-801e.),
and follow-up on any outstanding assist
audits.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

J. Reporting Audit Results1.  

1.
Conduct an exit conference in accordance with CAM
4-304.

2.
Discuss the audit findings and recommendations with
the contracting officer.

3.

Draft the audit report using the format in CAM
10-400 for reporting procedural and control problems.
Use the format in CAM 10-805 for reporting
CAS/FAR noncompliances.
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4.

If the contractor has EVMSC covered contracts,
provide comments in the audit report on whether any
findings are likely to impact on the contractor's
EVMSC (10-407.c). Discuss findings and
recommendations relating to the EVMSC with the
Contract Administration Office EVMSC Monitor
prior to issuance of the report. Immediately evaluate
the impact of these findings on specific EVMSC
covered contracts and provide the details in flash
EVMSC surveillance reports (11-209.2e).

5.
If applicable, schedule a follow-up review to be
performed within a reasonable period of time.

6.
Summarize and cross-reference work papers. Submit
the audit work package for supervisory review.

7. Update the ICAPS, as appropriate.

Total

Appendix 1

Contractor Employee Awareness of Labor Time Charging Responsibilities

The most critical aspect of a contractor's system of control over labor time charging is the integrity of its
employees. Therefore, a contractor should train its employees to understand the labor charging system and their
responsibilities for charging time accurately, as well as their liability for false claims against the government.
Typically these awareness programs include:

1. A formalized employee orientation program, that explains:1.  

a. the purpose of the time charging system.2.  

b. the employee's individual responsibilities for charging time accurately.

c. that no other person may use an employee's badge for entering time charges in an automated
system or fill out an employee's timecard in a manual system and no one is to revise an employee's
timecard without the employee's approval and initial of the change.

1.  

3.  

d. the penalties for contributing to false claims against the government.4.  

2. A system of feedback to provide an opportunity for employees to report to management any suspected
mischarging or violation of the contractor's system of internal controls with anonymity guaranteed.

5.  

3. A method of monitoring employees time charges, correcting errors, and retraining employees found
making above an acceptable level of errors. Failing improvement, employees should be disciplined.

6.  

4. A job charge numbering system that provides sufficient visibility so that employees know the correct
contract or job number for the work or task performed.

7.  

5. A DoD Hotline poster display telling employees how to report any suspected intentional mischarging.8.  

Attachment 2

Example Worksheet For Conducting Floorchecks

Version 2.3
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1 July 1998

Shift

Contractor Date
Location Time

Part I -- Employee

Employee Employee Number
Job Title
Department Supervisor

1. Establish identification of employee by badge or other means.1.  

2.
Was the employee present?
If not present, where was employee?

Yes No

3. Absent employees to be interviewed in person at a later date?

a. Yes? Follow-up date1.  

b. No? Other employee selected?2.  

c. (Name and Number)3.  

d. If a follow-up interview is not conducted, document additional steps performed to verify
originally selected employee's existence (e.g. observations of the employee's work area, a review of
the employee's personnel/security files, and/or follow-up telephone interviews.)

4.  

1.  

4. Ask to see the employee's timecard or equivalent labor charging document.2.  

5. Timecard: Yes No

a. In the possession of the employee?1.  

b. In ink?2.  

c. Completed through yesterday's date (if req'd.)?3.  

d. Signed only after completely filled out?4.  

e. Free of alterations?5.  

f. Other Observations/Comments6.  

6. List below the labor charges (hours and accounts by day) from the employee's timecard, and/or attach a
copy of the card.

7.  

7. If not completed on a current (daily/hourly) basis and procedures call for this, have the employee
complete the timecard, and add the completed charges with appropriate notations to Item 6 above.

8.  

8. On a separate worksheet to be attached to this form, describe what the employee was working on when
you approached him or her (job number/labor charge account, project name, indirect function.), and
describe the employee's work related activities for each of the accounts charged on the timecard. Ask, as
appropriate, when the employee first began to work on specific tasks.

9.  

Request the employee show you his or her technical instructions (e.g., job description, blueprints, project
reports, etc.), or any other work-related documentation that you will need to verify (back at your desk) that
the appropriate job number/account was charged for the work performed. Request copies, as necessary, to
support your determination. Comment below on the availability of documentation.

10.  

9. Was the employee preparing his/her own timecard? Yes No
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10. On what basis -- hourly, daily, weekly, or other -- does the employee usually complete his or her
timecards?

1.  

11. What administrative instructions was the employee provided for completing the timecard? Obtain a
copy of the written instructions.

2.  

12. Who approves employee's timecards?3.  

13. When are timecards turned in?4.  

14. Have the employee cite a few examples of the type of effort that he or she charges to indirect project
codes/indirect accounts.

5.  

15.
Exempt
salaried
employee?

Yes No

a.

If yes, is the
employee
paid for
overtime
worked?

Yes No

b.

If 15a. is no,
is the
overtime
recorded on
employee's
time sheet?

Yes No

c. If 15b is yes, determine if the contractor is equitably allocating salary costs to all effort performed.1.  

d. If 15b. is no, question the employee as to the extent of overtime generally worked over the last several
weeks and determine if the employee typically works on more than one assignment during a pay period.
(Consider the employee's response together with the responses to Question 15 from other employees,
obtain information on the contract mix, and make a determination as to whether the failure of the
contractor to record all time worked results in a material difference in the allocation of costs to final cost
objectives. See CAM 6-410.)

2.  

Part II -- Employee's Supervisor
16. What project number or numbers were employees authorized to charge today?1.  

17. How are errors corrected on the timecards for employees (erasure, cross-out, white-out, etc.)?2.  

18.
When corrections are made, does supervisor initial the change and indicate the
reason the change was made?

Yes No

19.
After timecards are submitted, are they every returned for correction?
If yes, why?

Yes No

20. Do employees ever turn in a blank, signed timecard? Yes No

21.
Is the supervisor the only person that makes corrections on the timecards?
If no, who makes the change and why?

Yes No

22. What project or project numbers does supervisor expect the employee to charge for the remainder of
the week?

1.  

DCAA Auditor(s)

Contractor Representative
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and Title

Technical Representative

Next Section

Open this portion of the document in Word (56 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/034/0048Z034DOC.HTM (17 of 17) [11/19/1999 3:31:32 PM]

http://web.deskbook.osd.mil/data/0048Z034DOC.DOC
http://web.deskbook.osd.mil/data/0048Z034DOC.DOC


Open this portion of the document in Word (32 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APLABRCK-NM

Labor Floorcheck for Nonmajor Contractor Audit Program

Version 1.1
4 January 1999

Contractor's Name: ________________________

Assignment Number: _______________________

Field Audit Office: _________________________

Date Assigned: ______________________

Auditor Assigned: ______________________

___________________________
Supervisor's Signature Indicating
Approval (Obtain Signature
Before
Starting Audit)

Contents Page
A. Purpose and Scope 2
B. References 2
C. Preliminary Audit Effort 3
D. Floorcheck Procedures 5
E. Development of Audit Findings 7
F. Reporting Audit Results 7
Appendix 1 Example Worksheet for Conducting Floorchecks

Note: This program can be used on a stand-alone basis or to supplement other Agency audit programs. It does
not replace individual auditor judgment under either use or in any form. The program must be tailored to the
audit scope of the particular assignment and it must reflect an understanding between the auditor and
supervisor as to the scope required to meet auditing standards and DCAA objectives for the current
assignment.

A. Purpose and Scope1.  

The purpose of this review is to test:

the contractor's compliance with its timekeeping internal controls and procedures; and1.  

the reliability of employee time records;2.  

and to verify that:3.  

2.  
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employees are actually at work;4.  

they are performing in assigned job classifications; and5.  

time is charged to the proper cost objective.6.  

This program should be used to perform labor floorchecks at nonmajor contractor locations to satisfy the
mandatory annual audit requirement relating to labor floorchecks (MAAR 6). This MAAR is classified as
concurrent and must be performed for the current year during the first field visit to the contractor facility
within the year. This will normally be accomplished during a price proposal review or annual incurred cost
audit.

3.  

Floorchecks are most appropriate when no high-risk areas have been identified. If audit leads from prior
reviews suggest significant risk exists, the auditor may consider performing labor interviews
(APLABRCK). The extent of audit effort in testing and verifying labor costs is dependent on the perceived
audit risk and is influenced by (1) the nature and significance of labor and related expenses, (2) prior audit
experience with the contractor, (3) the reliability and acceptability of the contractor's labor system and
related internal controls, (4) the contractor's mix of contracts and nature of contract provisions, and (5) the
nature of the contractor's organization and operations.

4.  

This program contains audit steps that will help satisfy all or part of the following mandatory annual audit
requirements (MAARs):

1. MAAR 1 -- Update Internal Control Survey1.  

2. MAAR 3 -- Permanent Files2.  

3. MAAR 6 -- Labor Floorchecks, Interviews, Etc.3.  

4. MAAR 9 - Payroll/Labor Distribution Reconciliation/Tracing4.  

5.  

B. References6.  

1. CAM 6-400 Audit of Incurred Labor Costs
2. CAM 6-800 Assist Audit of Incurred Costs
3. CAM 10-413 Real Time Reporting

4. CAM 10-805
Audit Reports-Noncompliance with
Disclosed or Established Practices, CAS,
or FAR

5. DCAAP 7640.91 Quantitative Methods for Auditors

6.
CAM 4-702.3 and Figure 4-7-3 identify "Examples of Characteristics
and Types of Activity Associated with Illegal Expenditures and Acts
for Specific Audit Areas"

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Effort

1. Review CAM 6-4051.  

2. Review the ICQ or Labor Internal Control
Audit Planning Summary (if applicable) and
related section of the contractor's permanent file
to obtain a understanding of the contractor's
labor accounting policies, procedures, and the
level of control risk associated with the related

2.  

1.  
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internal controls. Contractor organization charts,
labor charging and distribution system flowcharts,
and listings of current government contracts are
very useful sources of information and should be
referred to often during the analysis. All relevant
information gathered during the audit should be
referenced in the permanent file. (MAAR 3)

3. Coordinate the review with the ACO and other
contracting officer representatives. Consider
requesting representatives of the contracting
officer to accompany the audit teams during the
floorcheck. If the work is technical in nature, so
that the auditor might be unable to determine
whether the employee is performing the effort
being charged, consider requesting technical
specialist assistance.

3.  

4. Obtain a listing of employees by location.
Determine if any assist audits are required for
any off-site locations (CAM 6-405.3a). Request
and track the assist audit in accordance with
CAM 6-805.

4.  

5. Hold an entrance conference with the contractor
to exchange preliminary information about the
audit and to enable the contractor to provide a
briefing about its labor charging policies.

a. Discuss the general time period of audit
performance.

1.  

b. Advise the contractor that the review will
include unannounced floorchecks.

2.  

c. Request the contractor designate a
representative and alternate to accompany
the audit team during the floorchecks. A
representative and alternate should be
designated for each of the contractor's
locations.

3.  

d. Establish procedures for conducting
floorchecks. Inform the contractor that
documentation will be requested from the
employee during the floorcheck to support
the labor effort.

4.  

e. Request a contractor representative to act
as audit coordinator for discussing audit
progress and findings.

5.  

5.  

6. Request and review the contractor's internal
audits of labor floorchecks and labor charging
and allocation. Document any reported
deficiencies and corrective actions.

6.  
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7. In planning and performing the audit, consider
fraud risk indicators specific to the type of audit
being performed. Examples of fraud risk
indicators for the subject audit area are contained
in the following sources:

Handbook on Fraud Indicators for
Contract Auditors, Section II.1.
(IGDH 7600.3, APO March 31, 1993)

1.  

CAM 6-405.3.i. & q.2.  

7.  

Throughout the course of the audit, document
any identified risk indicators and your response/
actions to the identified risks. If no additional
audit steps are required or no risk indicators are
identified, document this in the audit program or
working papers.

8.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Floorcheck Procedures1.  

Observations of work areas (floorchecks) are
appropriate when there is limited government risk or
vulnerability. In addition, the performance of
floorchecks will help satisfy the mandatory annual
audit requirement relating to labor floorchecks
(MAAR 6).

1. Obtain a control list or roster of employees
assigned to the department(s) or area(s) to
be checked.

1.  

2. Depending on audit circumstances and
objectives, randomly or judgmentally select
employees to be floorchecked. If randomly, use
the procedures described in Appendix B of CAM.

2.  

3. Gather appropriate background data on the
selected employees such as ID number, job
classification, and nature of work usually
performed by the employee and his/her
department or cost center.

3.  

4. Prepare worksheets to use during the floorchecks
to help guide the questioning and record the
employee's responses. Appendix 1 is an example
of a typical worksheet that could be used.

4.  

5. Brief all audit team members on the overall audit
objectives and necessary background information.

5.  

6. Obtain a plant layout and note the selected
employees' locations.

6.  

2.  
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7. Floorcheck the employees selected.

a. Identify each selected employee by verifying
the employee's ID number and name to the
control list or roster.

1.  

b. Discuss the nature of the work being
performed and observe the actual work
performance to determine whether the
employee is performing in the proper direct
or indirect labor capacity and whether the
time is being charged correctly. If the work
is technical in nature see step C3 above.

2.  

c. Discuss the employee's timekeeping
procedures to determine compliance with
internal controls.

3.  

d. Compare employee responses with previous
data gathered. If inconsistent, ask
appropriate follow-up questions.

4.  

7.  

8. For selected employees not available for the
interview, attempt to perform a follow-up
interview. If a follow-up interview is not practical,
perform additional audit steps to verify employee
existence. These steps may include: an observation
of the employee's work area, a review of the
employee's personnel/security files, and/or a
follow-up telephone interview.

8.  

9. Obtain prompt explanations concerning all
questionable procedures observed. This may
require discussions with employee supervisors,
contractor management, accounting, and other
appropriate personnel.

9.  

10. Reconcile the observations regarding the
employees' labor charges with subsequent payroll
and/or labor distribution records and follow-up on
any discrepancies. For assist audits conducted at
off-site locations, the auditors at the primary
location are responsible for reconciling the time
charges collected at the time of the employees'
floorchecks to the labor distribution records when
the official books and records are maintained at
the primary location.

10.  

11. Develop audit results using the appropriate steps
from section E below.

11.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete
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E. Development of Audit Findings

1. Review and analyze data gathered during the
floorchecks with all information previously
gathered to establish the propriety of the labor.

1.  

2. Discuss audit results with the audit supervisor.2.  

3. If applicable, determine if the labor mischarges
disclosed represent isolated instances or
indicate more widespread conditions. This may
require the performance of additional employee
interviews or floorchecks.

3.  

4. Determine any costs questioned related to labor
mischarges. Costs questioned should be
specifically identified to each risk area.

4.  

5. If conditions which raise a reasonable suspicion of
fraudulent or other suspected irregular activities
are disclosed and cannot be resolved by audit,
promptly report these as described in 4-702.4.

5.  

6. Incorporate any assist audits, update the FAO
assist audit tracking system (CAM 6-801e.), and
follow-up on any outstanding assist audits.

6.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Reporting Audit Results

1. Review CAM 6-403.1.  

2. Conduct an exit conference in accordance with
CAM 4-304.

2.  

3. Discuss the audit findings and recommendations
with the contracting officer.

3.  

4. If no significant deficiencies are disclosed,
prepare a Memorandum For Record to close
the assignment and incorporate the results into
the final incurred cost audit report. If
significant internal control deficiencies are
disclosed, draft a flash audit report using the
format in CAM 10- 10-413. Use the format in
CAM 10-805 for reporting CAS/FAR
noncompliances.

4.  

5. If applicable, schedule a follow-up review to be
performed within a reasonable period of time.

5.  

6. Summarize and cross-reference working papers.
Submit the audit work package for supervisory
review.

6.  

7. Update the ICQ or ICAPS, as appropriate.7.  

1.  
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Total

Appendix 1

Example Worksheet for Conducting Floorchecks

Shift ________________
Contractor ___________________ Date _______________________
Location _____________________ Time _______________________
Part I -- Employee
Employee ____________________ Employee Number _____________
Job Title _____________________
Department __________________ Supervisor ___________________

1.  

1. Establish identification of employee by badge or other means.2.  

Yes No

2. Was the employee present?1.  

If not present, where was employee?2.  

3. Absent employees to be interviewed in person at a
later date?

a. Yes? Follow-up date1.  

b. No? Other employee selected?2.  

c. (Name and Number)3.  

d. If a follow-up interview is not conducted,
document additional steps performed to verify
originally selected employee's existence (e.g.
observations of the employee's work area, a
review of the employee's personnel/security files,
and/or follow-up telephone interviews.)

4.  

3.  

4. Ask to see the employee's timecard or equivalent labor
charging document.

4.  

5. Timecard:

a. In the possession of the employee?1.  

b. In ink?2.  

c. Completed through yesterday's date (if req'd.)?3.  

d. Signed only after completely filled out?4.  

e. Free of alterations?5.  

f. Other Observations/Comments6.  

5.  

6. List below the labor charges (hours and accounts by day) from the employee's timecard, and/or attach a
copy of the card.

6.  

7. If not completed on a current (daily/hourly) basis and procedures call for this, have the employee
complete the timecard, and add the completed charges with appropriate notations to Item 6 above.

7.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/035/0048Z035DOC.HTM (7 of 9) [11/19/1999 3:31:39 PM]



8. On a separate worksheet to be attached to this form, describe what the employee was working on when
you approached him or her (job number/labor charge account, project name, indirect function.), and
describe the employee's work related activities for each of the accounts charged on the timecard. Ask, as
appropriate, when the employee first began to work on specific tasks.

8.  

Request the employee show you his or her technical instructions (e.g., job description, blueprints, project
reports, etc.), or any other work-related documentation that you will need to verify (back at your desk) that
the appropriate job number/account was charged for the work performed. Request copies, as necessary, to
support your determination. Comment below on the availability of documentation.

9.  

Yes No

9. Was the employee preparing his/her own timecard?1.  

10. On what basis -- hourly, daily, weekly, or other -- does the employee
usually complete his or her timecards?

2.  

11. What administrative instructions was the employee provided for
completing the timecard? Obtain a copy of the written instructions.

3.  

12. Who approves employee's timecards?4.  

13. When are timecards turned in?5.  

14. Have the employee cite a few examples of the type of effort that he
or she charges to indirect project codes/indirect accounts.

6.  

15.
Exempt
salaried
employee?.

Yes No

a.

If yes, is
the
employee
paid for
overtime
worked?

Yes No

b.

If 15a. is
no, is the
overtime
recorded
on
employee's
time sheet?

Yes No

c. If 15b is yes, determine if the contractor is equitably allocating salary costs to all effort performed.1.  

d. If 15b. is no, question the employee as to the extent of overtime generally worked over the last several
weeks and determine if the employee typically works on more than one assignment during a pay period.
(Consider the employee's response together with the responses to Question 15 from other employees,
obtain information on the contract mix, and make a determination as to whether the failure of the
contractor to record all time worked results in a material difference in the allocation of costs to final cost
objectives. See CAM 6-410.)

2.  

Part II -- Employees Supervisor (Optional Follow-Up Questions to Consider When Applicable (e.g.
Systemic Conditions Found Within a Department).

16. What project number or numbers were employees authorized to charge today?1.  
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17. How are errors corrected on the timecards for employees (erasure, cross-out, white-out, etc.)?2.  

18.
When corrections are made, does supervisor initial the change and indicate the
reason the change was made?

Yes No

19. After timecards are submitted, are they every returned for correction? Yes No
If yes, why?

20.1.  Do employees ever turn in a blank, signed timecard?1.  Yes1.  No1.  

21.1.  
Is the supervisor the only person that makes corrections on the
timecards?

1.  
Yes1.  No1.  

If no, who makes the change and why?1.  

22. What project or project numbers does supervisor expect the employee to charge for the remainder of
the week?
_______________________________________________________________
_______________________________________________________________
_______________________________________________________________

1.  

DCAA Auditor(s)

Contractor Representative and Title

Technical Representative

Next Section

Open this portion of the document in Word (32 KB)
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Open this portion of the document in Word (97.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APMMAS

Audit Program for Material Management and Accounting Systems (MMAS)
Controls

Version 5.4
1 July 1998

Defense Contract Audit Agency
Audit Program for Reviewing and Reporting on Contractor Material Management and Accounting System

(MMAS) and Related Internal Controls
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

A. Purpose and Scope1.  

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractor's MMAS and related internal control (including
both manual and computerized activities) to plan related contract audit effort. This requires that the
auditor assess the adequacy of the contractor's policies and procedures, whether they have been
implemented, and if they are working effectively.

1.  

Document the understanding of the MMAS internal control in the working papers and permanent
files (see CAM 5-100).

2.  

Test the operational effectiveness of MMAS internal controls and evaluate whether the contractor's
MMAS adequately conforms to the MMAS standards contained in DFARS 252.242-7004. If the
contractor does not have contracts that include DFARS 252.242-7004, this audit program can be used
to determine if the contractor MMAS meets CAS and FAR requirements, or other requirements.

3.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.4.  

Report on the understanding of the MMAS internal control, and assessment of control risk, and the
adequacy of the system for government contracts. Express an opinion on the contractor's level of
compliance with the MMAS standards identified in DFARS 252.242-7004. Provide the ACO with a
reasonable estimate of the cost impact of any identified deficiencies.

5.  

2.  

This audit program is intended for use in evaluating contractor compliance with applicable CAS and FAR3.  
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requirements, MMAS standards in DFARS 252.242-7004, and other contract requirements. The audit steps
contained in the program pertain to (1) a contractor required by DFARS 242.72 to demonstrate the MMAS,
and (2) a contractor who is not required to demonstrate a MMAS, but whose MMAS is considered
significant enough to be audited.

Only those controls directly related to the contractor's MMAS, as defined in DFARS 252.242-7004, will be
audited under this assignment. Controls for interrelated audit concerns regarding the adequacy of the
contractor's other major systems (Budget and Planning, Estimating, Purchasing, etc.) will be audited under
separate assignments. While the controls for these areas are not part of this audit, the results of all audits of
these interrelated controls must be considered in forming an overall audit conclusion on the MMAS internal
control. The results of this audit should be commented on in reports on related audit areas. When
performing an update or follow-up review, the audit steps below should be adjusted and tailored
accordingly. To the extent possible, prior audit effort should be used as a basis for validating the
contractor's internal control. The guidance in CAM 5-702.1d should be followed for subsequent reviews
after the contractor's MMAS is determined to be adequate.

4.  

Before beginning this review, the auditor should be alert for internal control reviews performed by the
contractor or its external auditor relating to this audit area. In those cases where internal reviews have been
performed, the auditor should follow the guidance contained in CAM 4-1000, Reliance on the Work of
Others.

5.  

Before performing any review of internal controls, the auditor should determine that the system
contemplated for review or functional area is material to the Government. Once it is determined that the
system is material to the Government, the auditor should reassess the materiality of each section in the
internal control audit program before performing any audit steps in that section. The scope of any audit
depends on individual circumstances. The auditor is expected to exercise professional judgment,
considering vulnerability and materiality, in deciding the scope of audit to be performed.

6.  

The internal control matrix (see Attachment 1) shows the interrelationships among the control objectives,
control activities, and audit procedures used in this audit program. The control objectives and the audit
procedures have been fully integrated into this audit program; therefore, the matrix is not needed unless it is
desirable to see the associated control activities and the interrelationships in a matrix format.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Preliminary Audit Effort
1. Research and Planning

a. Review and become familiar with
applicable sections of CAM 5-700 and
any recent Headquarters guidance not
incorporated in the CAM.

1.  

b. Review the extent and results of the
contractor's self-governance activities,
internal and external audits, coordinated
audits, etc., related to the MMAS. In
those cases where internal or external
audits have been performed, the auditor
should follow the guidance contained in
CAM 4-1000, Reliance on the Work of
Others. Document your review.

2.  

1.  

1.  
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c. Review the permanent file for:

(1) Existence of contractor MMAS
policies and procedures.

1.  

(2) Organization charts depicting the
functional areas responsible for the
processing of MMAS data.

2.  

(3) Material charging and distribution
system flowcharts providing a
pictorial overview of all manual
and computerized processing steps.

3.  

(4) Information systems documentation:

(a) Pertinent record layouts of files
created and/or used during the
processing of material related
transactions.

1.  

(b) Source documents.2.  

(c) Information on the conversion
of documents to computer
media.

3.  

(d) Subsidiary or master files
affected by the system.

4.  

(e) Relevant reports, journals,
and ledgers produced in the
flow of information to the
MMAS reports.

5.  

4.  

(5) Employee awareness training
programs.

5.  

(6) Listings of current government
contracts.

6.  

(7) Past MMAS audit results and
Internal Control Audit Planning
Summaries (ICAPS) including any
corrective actions taken.

7.  

(8) Audit lead sheets.8.  

(9) The analysis of the control
environment and the results of any
other audits, for internal control
weaknesses that may impact this
review.

9.  

3.  

d. Discuss the planned review of the MMAS
internal controls with the administrative
contracting officer and, if appropriate,
other customers to identify, understand,
and document any concerns they may
have or areas which should be reviewed.

4.  
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e. In planning and performing the audit,
consider fraud risk indicators specific to
the type of audit being performed.
Examples of fraud risk indicators for the
subject audit area are contained in the
following sources:

Handbook on Fraud Indicators for
Contract Auditors, Sections II.2.
and III. (IGDH 7600.3,
APO March 31, 1993)

1.  

CAM Figure 4-7-3, CAM 6-3052.  

5.  

Throughout the course of the audit,
document any identified risk indicators
and your responses/actions to the
identified risks. If no additional audit
steps are required or no risk indicators
are identified, document this in the
audit program or working papers.

6.  

2. Entrance Conference and Preparation

a. Prepare a written memorandum to the
contractor to arrange for an entrance
conference, covering the areas highlighted
in CAM 4-302 and any specific data or
pertinent information not yet provided.

1.  

b. Conduct an entrance conference as
outlined in CAM 4-302, with particular
emphasis on:

(1) Requesting the contractor to provide,
if applicable (see step E.4.), a
demonstration of the MMAS
transaction flow including data input,
data processing, data output, and
related internal controls.

1.  

(2) Any changes in the material
processing job stream since the last
review.

2.  

(3) The contractor's monitoring process
to ensure that established manual and
computerized controls are
functioning as intended.

3.  

(4) Any identified weaknesses which
may have been reported and related
follow-up actions taken.

4.  

2.  

2.  

3. Initial Risk Assessment

a. Analyze pertinent information extracted
from the permanent file and data provided

1.  

3.  
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by the contractor at the entrance
conference to determine if any additional
clarification is required at this time.

b. Determine the material requirement,
acquisition, and usage process employed
by the contractor and to what degree a
computerized system is used.

2.  

c. Perform a high level cursory review to
determine if the following exist:

(1) A functional organization with
defined organizational
responsibilities.

1.  

(2) A written description of the work
flow in the material process.

2.  

(3) Policies and procedures for
effectively controlling the process.

3.  

3.  

d. Based on the contractor's assertions and
the information obtained from other
relevant sources, prepare a preliminary
audit risk assessment to identify those
control areas requiring further audit effort.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Control Environment1.  

The control environment sets the tone of an
organization, influencing the control consciousness of
its people, It is the foundation for all other components
of internal control, providing discipline and structure.
The auditor should obtain sufficient understanding of
the control environment, to determine the impact that
it may have on the overall effectiveness of the MMAS
internal controls.

1. Obtain a copy of the most recently completed
ICAPS for the Control Environment and Overall
Accounting Controls. Review the rationale
behind any moderate or high risk assessment
ratings and determine the potential impact, if
any, on the effectiveness of the MMAS internal
controls.

1.  

2. If a review of the control environment has not
been recently performed, review all documented
prior audit experience with the contractor,
including permanent files, relevant audit reports
and working papers, suspected irregular conduct

2.  

2.  
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(SIC) referrals and discussions with prior
auditors. Obtain an understanding of the
following factors

a. Integrity and ethical values.1.  

b. Commitment to competence.2.  

c. Board of directors and/or audit committee
participation.

3.  

d. Management's philosophy and operating
style.

4.  

e. Organizational structure.5.  

f. Assignment of authority and responsibility.6.  

g. Human resource policies and procedures.7.  

3. Document the overall assessment of the control
environment and the impact that it has on the
review of the MMAS.

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Contractor's Risk Assessment1.  

The auditor should develop a sufficient understanding
of the risk assessment process currently employed by
the contractor in terms of its identification, analysis,
and management of risks relevant to the preparation
of contract cost data.

1. Meet with responsible personnel to obtain an
overview of the various risk factors considered
by management.

1.  

2. Once the various risk factors are identified,
obtain an understanding of how management
identifies the risks, estimates the significance of
risks, assesses the likelihood of their occurrence,
and relates them to contract reporting.

2.  

3. If applicable, obtain an overview of any plans,
programs, or actions management may initiate
to address specific risks. Keep in mind that,
depending on the nature of specific risks,
management may elect to accept a given risk
due to costs or other considerations.

3.  

4. Document your overall understanding of the
contractor's risk assessment practices.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete
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E. Information and Communications1.  

Information and communication processes consist of
the methods and records established to record, process,
summarize, and report contract cost data. The auditor
should develop a sufficient understanding of the
contractor's information and communication processes
(relevant to contract cost data) to identify the
significant classes of transactions and how they are
initiated, processed, controlled, and reported.

1. Since the accounting and EDP systems are
integral components of information and
communications processes, obtain a copy of the
most recently completed Internal Control Audit
Planning Summaries for the Environment and
Overall Accounting Controls and the EDP
General Internal Controls. Review the rationale
behind any moderate or high risk assessment
ratings and determine the potential impact, if
any, on the MMAS internal controls. Document
your review.

1.  

2. Review relevant permanent files, prior audit
working papers, and any prior contractor
demonstrations of its MMAS information and
communication processes. Document your
review.

2.  

3. Review information in the permanent files
related to the contractor's status of Year 2000
compliance. Ascertain if the contractor has
modified or replaced any hardware or software
that directly affects the MMAS. If modified or
replaced, have the contractor demonstrate the
effects in step E.5. below and consider the
internal control risk implications when
performing tests of controls in step E.6. If not
modified or replaced, and the audit is being
performed in the contractor's fiscal year which
contains the date 1 January 2000, have the
contractor demonstrate why the system is not
affected by Year 2000 computer problems and
consider increasing the tests of controls in
step E.6.

3.  

4. Determine if the contractor has made changes to
the information and communication processes in
its MMAS System since the last demonstration.
Review the changes. If no prior systems
demonstration was performed, have the
contractor provide one. Contractor
representatives providing the demonstration

4.  

2.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/036/0048Z036DOC.HTM (7 of 39) [11/19/1999 3:31:54 PM]



should possess a detailed knowledge of the
MMAS. The demonstration provides the auditor
an opportunity to query contractor personnel
regarding internal controls and how they are
monitored. The auditor should ensure that the
demonstration addresses the internal control
objectives in section G. of this audit program.

5. The contractor should include appropriate
manual and computerized controls in its
information processing that check for accuracy,
completeness, and proper authorization of
MMAS related transactions.

a. Have the contractor identify and
demonstrate all access controls to the
MMAS applications and related
transactions.

(1) Compare the contractor disclosed
controls with the generic access
control listing contained in
CAM 5-1406.1 and identify any
controls not incorporated in the
applications.

1.  

(2) Verify the existence and adequacy of
the contractor disclosed access
controls. Discuss any apparent
deficiencies with the contractor.

2.  

1.  

b. Have the contractor identify and
demonstrate all data input controls to the
MMAS applications and related
transactions for originating, authorizing,
collecting, preparing, and approving
input transactions.

(1) Compare the contractor disclosed
controls with the generic input
control listing contained in
CAM 5-1406.2 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed input
controls. Discuss any apparent
deficiencies with the contractor.

2.  

2.  

c. Have the contractor identify and
demonstrate all processing controls for
the MMAS which ensure all authorized
transactions are processed accurately
and properly.

3.  

5.  
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(1) Compare the contractor disclosed
controls with the generic processing
control listing contained in
CAM 5-1406.3 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed
processing controls. Discuss any
apparent deficiencies with the
contractor.

2.  

d. Have the contractor identify and
demonstrate controls related to the
identification, correction, and
resubmission of rejected data.

4.  

e. Compare the contractor disclosed controls
with the generic error detection and
correction control listing contained in
CAM 5-1406.4 and identify any controls
not incorporated in the application.

5.  

f. Verify the existence and adequacy of the
contractor disclosed error detection and
correction controls. Discuss any apparent
deficiencies with the contractor.

6.  

g. Have the contractor identify and
demonstrate controls related to ensuring
the output accuracy of computer
program-processing.

7.  

h. Compare the contractor disclosed controls
with the generic output control listing
contained in CAM 5-1406.5 and identify
any controls not incorporated in the
application.

8.  

i. Verify the existence and adequacy of the
contractor disclosed output controls.
Discuss any apparent deficiencies with the
contractor.

9.  

6. Selectively trace material transactions through
the MMAS to validate your understanding of
the information and communication processes
in the MMAS. Any discrepancies between your
understanding and the contractor's
demonstration should be noted and resolved
prior to completing the remainder of this review.

6.  

7. Document your confirmed understanding of the
contractor's MMAS information and
communication processes, and obtain a written

7.  
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confirmation from the contractor indicating that
they agree with this understanding.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Monitoring1.  

Monitoring is a process that assesses the quality of
internal control performance over time. It involves
assessing the design and operation of controls on a
timely basis and taking necessary corrective actions.
The auditor should develop a sufficient understanding
of the contractor's ongoing monitoring activities
and/or separate evaluations related to the MMAS
internal controls.

1. Determine if ongoing monitoring procedures are
incorporated into the normal recurring activities
of the contractor's organization. These
procedures should include regular management
and supervisory activities.

1.  

2. Where applicable, determine the extent of
internal audit involvement in performing
monitoring functions through separate
evaluations.

2.  

3. Determine and document the extent of
monitoring activities being performed by
external parties.

3.  

4. Document your overall understanding of the
monitoring activity being performed at the
contractor's location and determine the impact
it will have on the review of the MMAS.

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Control Objectives and Activities1.  

The auditor should obtain an understanding of the
contractor's control activities (policies and procedures)
for each relevant MMAS control objective. A detailed
understanding of control activities is essential to the
assessment of control risk for each objective. MMAS
primary control objectives and examples of control
activities, as they relate to U.S. Government contracts,
are provided in Attachment 1 (ICM-MMAS). The
audit procedures in this section, organized by control
objective, are also included in the attachment.

2.  
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The auditor should review contractor internal and/or
external audits to determine if any control activities
have already been reviewed and if reliance can be
placed on such reviews.

3.  

In performing the following audit procedures to
understand the contractor's control activities, the
auditor should recognize that while obtaining an
understanding of the other components of internal
control (control environment, contractor risk
assessment, information and communications, and
monitoring), he/she is also likely to have obtained
some level of knowledge about control activities.
The auditor should utilize this knowledge in
determining the additional time needed to obtain
a sufficient understanding of the contractor's
control activities.

4.  

1. System Description

MMAS standard 1 requires the contractor to
provide an adequate system description including
policies, procedures, and operating instructions
compliant with FAR/CAS criteria as interpreted
by this guidance for all elements of affected cost.

a. Obtain the contractor's self assessment of
its system description; including written
policies, procedures, and operating
instructions for its MMAS(s).

-- Document deficiencies found by the
contractor and the corrective actions
taken/anticipated.

1.  

1.  

b. Document, in a written brief, your review
of the system description including policies,
procedures, and operating instructions
including:

(1) Whether they provide sufficient
information to allow one to obtain
a thorough understanding of the
way the system is intended to
operate.

1.  

(2) Potential noncompliances with the
standards and your evaluation of
the contractor's initial response to
these potential noncompliances.

2.  

(3) Your conclusions on the adequacy
of the contractor's policies and
procedures, system descriptions,
and action plan(s) for keeping
them current.

3.  

2.  

1.  

5.  
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c. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS
to the standard.

3.  

d. When an adequate demonstration has been
received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

4.  

2. Material Requirements2.  

MMAS standard 2 requires that the costs of
purchased and fabricated material charged or
allocated to a contract are based on valid time
phased requirements as impacted by minimum/
economic order quantity restrictions. The
primary objective is to ensure sufficient controls
are established and being used to assure material
costs are valid and time phased. Accurate bills
of material (BOM) and master production
schedules (MPS) should assure that the
contractor's material costs are both valid (a
valid requirement for the material) and
reasonably time phased (billed within a
reasonable time of the actual need date).

3.  

BOM Accuracy

a. Document your review and conclusions
related to the contractor's method of
determining and maintaining the accuracy
of its BOM system. Identify the specific
procedures for determining material
requirements and how the procedures and
related internal controls ensure that
materials ordered and billed to contracts
are valid.

-- Coordinate closely with the
Government technical representative
and document who will perform
individual steps.

1.  

1.  

b. Evaluate the contractor's selection of
appropriate production contract(s) for
detailed analysis that procedures are
being followed and are working.

2.  

c. Evaluate the contractor's calculation of
accuracy of selected contract BOM(s)
and document whether the contractor
meets the goal of 98% accuracy.

3.  

4.  
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d. Determine whether the contractor's
evaluation of the individual processes of
developing and revising BOMs provides
adequate internal controls and reasonable
assurances that billed materials are needed
to fulfill contract requirements and that
all required materials have been accurately
identified.

4.  

e. Evaluate the contractor's reasons for any
errors found in its BOMs which the
contractor considers excludable in the
measurement of accuracy and/or does not
result in harm to the system of controls
or to the Government.

5.  

f. Evaluate the contractor's identification
of those conditions considered deficient
and resulting in increased costs to the
Government, and its calculation of the
cost impact.

6.  

g. Determine that appropriate adjustments
were made to ensure billings are properly
adjusted to exclude invalid requirements.

7.  

MPS Accuracy

h. Document your review and conclusions
related to the contractor's method of
determining and maintaining the accuracy
of its MPS system. Determine that the
method used by the contractor ensures
that materials will not be received and
charged/billed to contracts earlier than
is reasonably justified.

-- Coordinate closely with the
Government technical representative
and document who will perform
individual steps.

1.  

1.  

i. Determine the adequacy of the contractor's
self-assessment of the procedures and
internal controls governing the
establishment and revision of available
capacity and manufacturing lead and
process times.

2.  

j. Determine whether the contractor's
scheduling (or related) procedures ensure
development of a required material
delivery date as close to the manufacturing/
assembly need date as possible given the
contractor's internal and external market

3.  

5.  
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forces.

k. Review the contractor's assessment of
information used in the scheduling process
compared to what is really being incurred
in the departments/shops in the following
areas:

-- Availability of actual capacity.1.  

-- Manufacturing/assembly process
times including individual processes,
queue times, kitting/staging, etc.

2.  

-- Dock to stock which would include
time for receiving, inspection, testing,
handling, etc.

3.  

-- Time in inventory. Analyze the
contractor's methodology and
justification for the period of time
between the placement of materials
in stores (a holding area) and its
actual manufacturing/assembly need
date.

4.  

-- Expand to other areas you deem
necessary to ensure adequate time
phasing.

5.  

-- Determine whether the contractor's
analysis is sufficient to (i) ensure
planned lead and process times are
consistent with what is being
experienced in the responsible
department/shop and (ii) provide
assurances that material charges are
reasonably time phased.

6.  

4.  

l. Evaluate the contractor's justification for
costs/billings based on minimum/economic
order quantities or other conditions
warranting early receipt of materials.

5.  

m. Evaluate the reasonableness of the
contractor's analysis of controls over
acceptance of early deliveries of materials
from vendors.

(1) Evaluate the contractor's selection
and analysis of parts for comparing
planned receipt dates (due dates
which are based on scheduled lead
times) to actual receipt dates and
identify patterns of "early receipt
and billing."

1.  

(2) Evaluate the contractor's justification2.  

6.  
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for early delivery/receipt.

n. Evaluate the contractor's calculation of
MPS accuracy and document whether the
contractor meets the goal of 95% accuracy.

7.  

o. Evaluate the contractor's identification of
those conditions considered deficient and
resulting in increased costs to the
Government, and its calculation of the cost
impact.

8.  

p. Determine that appropriate adjustments
were made to ensure billings are properly
adjusted to exclude unreasonably
time-phased materials.

9.  

Justification for Exceptions

q. Review the contractor's policies and
procedures to determine if they require the
identification, investigation, and
appropriate corrective action for materials
purchased and charged to contracts in
excess of valid time-phased requirements.

1.  

r. Selectively review materials purchased and
charged to government contracts in excess
of valid time-phased requirements to
determine if they are reasonable or that
appropriate adjustments are made to contract
billings. The following steps may provide
indications of such charges:

(1) Document your review and
conclusions related to the
contractor's analysis of the internal
controls and procedures of the
netting process; also, identify
materials/parts for which no
requirements exist or for which
quantities differ from identified
requirements.

1.  

(2) Document your review and
conclusions related to the
contractor's analysis of inventory
status data that identified parts
having significant positive and
negative status that may indicate
invalid requirements or unreasonably
time phased materials and problems
in the system for determining
requirements.

2.  

(3) Evaluate (i) the methodologies used3.  

2.  

6.  
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to charge material/parts to contracts
(it may differ by class of material),
(ii) the cost basis for the charges, and
(iii) the level(s) at which material/part
charges are identified/recorded to
gain an understanding as to how
requirements are charged to contracts.
Identify the data files that contain the
material/part charges to the contract
to identify potential problems relative
to reconciliation between contract
costs and requirements.

(4) Document your review and
conclusions related to the
contractor's analysis of parts that
determine if there appears to be an
unusually long period between the
time materials were received and the
time they were used in the
production process (months on hand).
Document your agreement/
disagreement with the contractor's
reasons for materials sitting in
inventory for long periods of time,
including the basis of your decision.

4.  

(5) Document your review and
conclusions related to the
contractor's analysis of inventory
turnover.

5.  

(6) Document your conclusions relative
to the contractor's follow-up and
treatment of apparent deficiencies
found during the above steps.

6.  

s. If the contractor identified deficiencies in
its internal controls resulting in a
noncompliance with the standard, evaluate
the contractor's determination of the
potential harm to the Government and its
analysis to determine the cause of the
deficiencies.

3.  

t. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to
demonstrate the degree of conformance
of its MMAS to the standard.

4.  

3. System Monitoring7.  

MMAS standard 3 requires that the contractor's
system provide a mechanism to identify, report,

8.  
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and resolve system control weaknesses and
manual overrides. As with standards 1 and 4
the requirements of this standard are an integral
part of the review of all standards.

a. Determine the sufficiency of the
contractor's analysis of MMAS related
exception reports and reports that track
manufacturing process performance
pertaining to the contractor's material
systems.

1.  

b. Evaluate the contractor's review of
policies, procedures, and operating
instructions.

2.  

c. Evaluate how the contractor selected
significant reports and determined that
exceptions are adequately identified,
reported, and resolved consistent with
procedures (testing of the system).

3.  

d. Evaluate the analysis regarding the
adequacy of the system to timely
identify exceptions such as excess
and residual materials, no cost
transfers, lost/found parts, etc.

(1) The analysis should include a
determination regarding the
reasonableness of the point when
excess and/or residual material is
made available for transfer (e.g.,
product delivery, shop order
completion, testing completion,
etc.).

1.  

(2) The contractor's system should
provide for identification and the
proper disposition of lost and
found parts.

-- Evaluate the contractor's
analysis to determine how lost
and found parts are recorded
and reentered into the system.

1.  

2.  

4.  

e. Where the contractor's analysis identified
reports (systems) with a significant
number of exceptions, evaluate the
contractor's conclusions or corrective
action plans.

5.  

f. Evaluate the analysis regarding who has
access to and authority to enter data into
the system, resolve exceptions, and

6.  
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manually override the system logic. (See
Section E of this program if detailed
analysis is necessary.)

g. Determine whether the analysis evaluated
whether edit check controls within the
system include checks to preclude entry of
erroneous data. (See Section E of this
program if detailed analysis is necessary.)

7.  

h. Evaluate whether the analysis determined
that there are sufficient controls in place
that are being used to prevent the ordering
and billing of parts over and above
contract requirements without sufficient
justification.

8.  

i. Determine whether the analysis reviewed
for sufficient controls to identify and
follow up on costs incurred on spares
contracts after parts are delivered.

9.  

j. Evaluate how the contractor reviewed for
the possibility of major areas of risk that
are not subject to either exception
reporting or edit checks.

10.  

k. Evaluate the reasonableness of the
contractor's identification of those
conditions considered deficient and result
in increased costs to the Government,
and its calculation of the cost impact.

11.  

l. Determine that appropriate adjustments
were made to ensure billings are properly
adjusted to account for identified
deficiencies causing overbillings.

12.  

m. Determine whether the contractor's
demonstration meets the requirement
to provide sufficient evidence to
demonstrate the degree of conformance
of its MMAS to the standard.

13.  

n. When an adequate demonstration has
been received determine and document
any additional audit steps necessary to
express an audit opinion (see
CAM 4-1000 -- Relying on the Work
of Others).

14.  

4. Audit Trails9.  

MMAS standard 4 requires the contractor to
provide audit trails and maintain records
necessary to evaluate system logic and to verify
through transaction testing that the system is

10.  
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operating as desired.

a. For each of the 10 standards determine the
adequacy of the audit trail for allowing the
evaluation of transactions/contractor
actions of the system(s) under review.

1.  

b. Determine whether the contractor
provided sufficient evidence through
transaction testing to show its system is
operating as desired.

2.  

5. Physical Inventories11.  

MMAS standard #5 provides that a 95 percent
inventory record accuracy is desirable in order
to assure that recorded inventory quantities
reconcile to the physical inventory.

a. Review the contractor's policies and
procedures for the receipt and inspection
of material to determine if they are
adequate to ensure that:

(1) All material received is accounted for;1.  

(2) Only material meeting agreed to
quantity and quality specifications are
accepted;

2.  

(3) Material returns are properly
controlled and accounted for; and

3.  

(4) All material received is transferred to
inventory or otherwise accounted for.

4.  

1.  

b. Physically observe the contractor's actual
material receipt and storage practices to
ensure that they are consistent with
established policies and procedures.

2.  

c. Review the contractor's policies and
procedures for issuing material to the
floor to determine if they are adequate
to ensure that all issued and returned
material is accounted for.

3.  

d. Physically observe the contractor's actual
material issuance practices to determine if
they are consistent with established
policies and procedures.

4.  

e. Evaluate the contractor's procedures and
internal controls for verifying the
quantities of physical inventories.

-- Coordinate this portion of your audit
closely with the government property
specialists as many of the normal
reviews performed by them may

1.  

5.  

12.  
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satisfy required oversight.

f. Evaluate the contractor's identification of
material classification whereby count
tolerances are determined by the criticality
or materiality of the materials.

6.  

g. Evaluate the contractor's review and
justification for established tolerances.

7.  

h. Evaluate the contractor's method of
determining inventory record accuracy.

8.  

i. Determine the reasonableness of the
contractor's cycle (periodic ongoing)
counts of inventory with emphasis on:

(1) Recent results of cycle counts1.  

(2) Cycle count procedures2.  

(3) The basis for count intervals3.  

9.  

j. Evaluate the contractor's adjustments for
differences between book inventory and
physical count to ascertain that the
contractor has effective internal controls
for controlling losses and overages.

10.  

k. Determine the appropriateness of how the
contractor handled the effects of physical
losses/overages when they occurred,
including the contractor's basis for
determining whether or not the errors
resulted in harm to the Government.

11.  

l. Review the contractor's methodology for
costing adjustments to booked inventory.
Determine whether the method is
consistent, equitable, and unbiased.

12.  

m. Evaluate the contractor's calculation of
inventory record accuracy.

13.  

n. Evaluate the contractor's identification of
those conditions considered deficient and
resulting in increased costs to the
Government, and its calculation of the
cost impact.

14.  

o. Determine that appropriate adjustments
were made to ensure billings are properly
adjusted to account for identified
deficiencies causing overbillings.

15.  

p. Determine whether the contractor's
demonstration meets the requirement
to provide sufficient evidence to
demonstrate the degree of conformance
of its MMAS to the standard.

16.  
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q. When an adequate demonstration has
been received, determine and document
any additional audit steps necessary to
express an audit opinion (see
CAM 4-1000 -- Relying on the Work of
Others).

17.  

6. Material Transfers13.  

The contractor's policies and procedures should
provide detailed descriptions of circumstances
which will result in manual or system generated
transfers of parts.

14.  

Determine whether the contractor adequately
describes circumstances which will result in
manual or system generated transfers of parts.

15.  

7. Material Costing16.  

The contractor should maintain a consistent,
equitable, and unbiased logic for costing material
transactions.

a. Evaluate the assessment of the contractor's
procedures and controls for initial charging
of material to ensure the charges are
consistent, equitable, and unbiased and
compliant with CAS 411. Note: If a
CAS 411 compliance review has been
recently performed, the auditor should
incorporate the results of that review into
this audit and no further effort should be
required.

1.  

b. Review the contractor's policies and
procedures to determine if they clearly
identify the costing policies for sensitive
material transactions.

2.  

c. Selectively review sensitive material
transactions to determine if they were
costed in accordance with established
policies and procedures. Several
computer software packages are
available to assist in this task. These
include MS-Excel, MS-Access,
DATATRAK, SAS, etc. Contact your
Regional EDP representative (RSA)
if assistance in this area is necessary

3.  

d. Cost transfers

(1) Evaluate the assessment of the
company description of the
material transfer system and the
procedures and internal controls

1.  

4.  

17.  
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governing transfers.

(2) Evaluate the contractor's analysis
of its detailed transfer listings.

-- Evaluate the review of a
sample (sufficient evidence)
of transfers in order to
determine the cause and
reasonableness of the transfers.

1.  

-- Evaluate the rationale for
continuing high levels of
transfers or plans to correct
identified deficiencies.

2.  

2.  

(3) Evaluate the assessment of the
contractor's transfer costing
methodology.

-- Determine whether sufficient
tests were performed to
determine if and when costs
are transferred with the
physical movement of parts.

1.  

-- Determine whether sufficient
tests were performed to ensure
the contractor transfers all
costs associated with the parts.
For example, fabricated parts
should be transferred at a value
which includes material, labor,
and related indirect costs.

2.  

-- Determine whether sufficient
tests were performed to ensure
the contractor's practices are
consistent with its stated
costing methodology for initial
charges and transfer charges to
contracts.

3.  

-- Determine whether sufficient
tests were performed to ensure
costs are transferred at
standard or actual costs using
one of the CAS 411.50(b)
inventory valuation methods.

4.  

-- If costs are not always
transferred at the same time
as the part, determine the
reasonableness of the
contractor's analysis of
controls that are in place to

5.  

3.  
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ensure the costs are
transferred within the same
billing cycle or within a
reasonable time thereafter.

-- Determine whether sufficient
tests were performed to
ensure cost transfers are
consistent, equitable, and
unbiased.

6.  

(4) In order to consider audit leads of
possible internal control weaknesses,
evaluate the contractor's sample
(sufficient evidence) of transfer
activity used to analyze trends.

4.  

e. Loan/Paybacks.

(1) Evaluate the analysis of
circumstances that result in a loan/
payback, including its basis for
determining the reasonableness and
equitableness of these transactions.

1.  

(2) Evaluate the analysis of the loan/
payback aging report to determine
whether the system identifies the
borrowing contract and the date
the parts were borrowed.

2.  

(3) Evaluate the tests that provide
sufficient evidence that loans do not
remain outstanding for unreasonable
periods of time.

3.  

(4) Evaluate the tests that provide
sufficient evidence that procedures
and controls are in place to correct
any overbillings due to loan/payback.

4.  

(5) Evaluate the tests that provide
sufficient evidence that the costs
of the replacement parts are
charged to the borrowing contract.

5.  

5.  

f. Evaluate the identification of those
conditions considered deficient and
resulting in increased costs to the
Government, and its calculation of the
cost impact.

6.  

g. Evaluate the determination that appropriate
adjustments were made to ensure billings
are properly adjusted to account for
identified deficiencies causing overbillings.

7.  

h. Determine whether the contractor's8.  
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demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS
to the standard.

i. When an adequate demonstration has been
received, determine and document any
additional audit step necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

9.  

8. Inventory Allocations18.  

MMAS standard #8 requires that the
contractor's system handle allocations of
common inventory in such a manner as to
preclude improper allocation and costing
of allocations.

a. Review the contractor's submission to
determine the magnitude of contractor
cost allocations from common
inventories. If allocations are immaterial,
further effort may not be required.

1.  

b. Review the contractor's analysis of its
procedures and internal controls governing
the allocation process.

2.  

c. Review the contractor's definition(s) and
determine that the classifications are
appropriate for the types of materials
costed as common inventory. Review the
contractor's analysis of different classes
of materials comprising the common
inventory costs that are allocated to
contracts. Determine that common
materials that have been allocated benefit
the contracts charged.

3.  

d. Determine whether the contractor's
analysis provides sufficient evidence that
allocation methods are compliant with
valid time phased requirements.
Allocations should not result in allocations
of material costs for which there are no
contract requirements or are too far in
advance of required production dates
without sufficient justification, e.g.,
availability of quantity discounts, economic
order quantities, known or expected vendor
problems, etc.

4.  

e. Assess the contractor's analysis of the
common inventory being allocated to

5.  

19.  
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determine that the pool of common
inventory allocated is accurate (refer to
MMAS Standard 5).

f. Review the contractor's analysis of the
frequency of the billing cycle, and
evaluate tests that assure billings show
common inventory costs were properly
calculated (computerized or manually)
and costed on a current basis.

6.  

g. Where common inventory is reallocated
on a periodic basis, evaluate the
contractor's analysis performed to
determine the reasonableness of the basis
and method for reallocation. Evaluate
the contractor's evidence that shows the
total adjustments (debits/credits) of
reallocations are accurately reflected in
billings.

7.  

h. Review the contractor's identification of
those conditions considered deficient.
Determine that any adverse cost impact is
calculated and that adjustments are made
to ensure billings are made to account for
identified deficiencies.

8.  

i. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to
demonstrate the degree of conformance
of its MMAS to the standard.

9.  

j. When an adequate demonstration has been
received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

10.  

9. Commingled Inventory20.  

Where a contractor has commingled inventory
MMAS standard #9 requires adequate controls
to ensure material charges or allocations do not
compromise the first eight standards.

a. Review the contractor's analysis of the
procedures and internal controls related
to commingled inventory.

1.  

b. Determine whether the contractor's
internal controls over charging and/or
allocation of commingled inventory are
sufficient to ensure the requirements of
standards 1 through 8 are met for this

2.  

21.  
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portion of the contractor's material
inventory.

c. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS
to the standard.

3.  

d. When an adequate demonstration has been
received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

4.  

10. Internal Audit22.  

MMAS standard #10 requires that the system
be subjected to periodic internal audits to
ensure compliance with established policies
and procedures.

a. Review contractor provided data for
demonstrating that the MMAS is subject
to periodic internal audits.

1.  

b. Review the contractor's internal audit
plan and schedule of completed audits.

2.  

c. Consider audits performed by functional
units that meet the objective of standard
#10.

3.  

d. If the contractor contends that such
reviews have been performed, but is
unwilling to make them available to
DCAA in any form, the auditor may be
unable to determine if the contractor has
complied with the standard. The auditor
must be satisfied that the system is
subjected to periodic internal audit.

4.  

e. Document the basis of your conclusion
that the system is subjected to periodic
internal audit.

5.  

f. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to
demonstrate the degree of conformance
of its MMAS to the standard.

6.  

g. When an adequate demonstration has been
received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

7.  

23.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

H. Assessment of Control Risk
1. Considering all five components of internal
control, assess control risk for each of the
relevant control objectives identified in section
G. For each of the objectives, summarize the
characteristics which support the assessed level
of control risk and specifically identify any
internal control weaknesses or system
deficiencies.

1.  

2. Determine if the system is adequate to
reasonably assure proper pricing,
administration, and settlement of
Government contracts in accordance with
applicable laws and regulations.

2.  

3. Based on the assessments above, determine
the impact on the scope of other audits.

3.  

4. Update the Internal Control Audit Planning
Summary (see CAM 3-305).

4.  

5. Coordinate the results of audit with the
supervisor. The supervisor and the FAO
manager should review and initial the ICAPS
before the exit conference is performed. If it
is determined that additional audit steps are
needed, any additional planned audit effort
should be accomplished as part of this review
or immediately thereafter. Any delays in
completion of this audit effort should be
documented and approved by the supervisor.

5.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

I. Summary Audit Steps
1. Prepare an overall audit summary which
describes in sufficient detail the audit results/
findings. Quantify the estimated cost impact
(the effect of the deficiency) to the Government,
normally a percentage withhold to be applied to
contract billings. If you are unable to quantify
the impact of the deficiency explain in the
workpaper summary and refer to FAR 32.503-6.

1.  

2. Discuss the findings and recommendations with
the contracting officer to ensure he/she

2.  

1.  
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understands the findings, is aware of the
underlying evidential data, and determine steps
that will need to be taken by the Government --
especially in terms of a recommended withhold.

-- The ACO should be invited to the exit
conference.

1.  

3. Prepare a draft audit report in accordance with
CAM 10-400.

3.  

4. If the contractor has EVMS covered contracts,
provide comments in the audit report on whether
any findings are likely to impact the contractor's
EVMS (10-407.c). Discuss findings and
recommendations relating to the EVMS with the
Contract Administration Office EVMS Monitor
prior to issuance of the report. Immediately
evaluate the impact of these deficiencies on
specific EVMS covered contracts and provide
the details in flash EVMS surveillance reports
(11-209.2e).

4.  

5. Conduct an exit conference with the contractor
in accordance with CAM 4-304.

5.  

6. Finalize the audit report incorporating the
contractor's response and audit rejoinder.

6.  

7. Update the permanent file in accordance with
CAM 4-405.1b (MAAR #3).

7.  

Total

Attachment 1 -- ICM-MMAS

Audit Program for Material Management and Accounting Systems (MMAS) Controls

Version 3.0
1 July 1999

Review and Evaluation of
Material Management and Accounting System Controls

Control Objectives Control Activities Audit Procedures

1. System Description
MMAS standard 1 requires the contractor
to provide an adequate system description
including policies, procedures, and
operating instructions compliant with
FAR/CAS criteria as interpreted by this
guidance for all elements of affected cost.

Establish and maintain descriptions of the
major manual and automated systems that
comprise the MMAS.

a. Obtain the contractor's self assessment of
its system description; including written
policies, procedures, and operating
instructions for its MMAS(s).
- Document deficiencies found by the
contractor and the corrective actions
taken/anticipated.

   

b. Document in a written brief, your review
of the system description including policies,
procedures, and operating instructions
including:
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(1) Whether they provide sufficient
information to allow one to obtain a
thorough understanding of the way the
system is intended to operate.
(2) Potential noncompliances with the
standards and your evaluation of the
contractor's initial response to these
potential noncompliances.
(3) Your conclusions on the adequacy of the
contractor's policies and procedures, system
descriptions, and action plan(s) for keeping
them current.

   

c. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS to
the standard.

   

d. When an adequate demonstration has
been received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

2. Material Requirements
MMAS standard 2 requires that the costs
of purchased and fabricated material
charged or allocated to a contract are
based on valid time phased requirements
as impacted by minimum/economic order
quantity restrictions. The primary
objective is to ensure sufficient controls
are established and being used to assure
material costs are valid and time phased.
Accurate bills of material (BOM) and
master production schedules (MPS)
should assure that the contractor's material
costs are both valid (a valid requirement
for the material) and reasonably time
phased (billed within a reasonable time of
the actual need date).

Bill of Material (BOM) Accuracy
Establish and maintain policies and
procedures for preparing bills of material
and periodically testing BOM accuracy.

a. Document your review and conclusions
related to the contractor's methods of
determining and maintaining the accuracy of
its BOM system. Identify the specific
procedures for determining the material
requirements and how the procedures and
related internal controls ensure that
materials ordered and billed to contracts are
valid.
- Coordinate closely with the Government
technical representative and document who
will perform individual steps.

   

b. Evaluate the contractor's selection of
appropriate production contract(s) for
detailed analysis that procedures are being
followed and are working.

   

c. Evaluate the contractor's calculation of
accuracy of selected BOM(s) and document
whether the contractor meets the goal of
98% accuracy.

   

d. Determine whether the individual
processes of developing and revising BOMs
provide adequate internal controls and
reasonable assurances that billed materials
are needed to fulfill contract requirements
and that all required materials have been
accurately identified.
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e. Evaluate the contractor's reasons for any
errors found in its BOM which the
contractor considers excludable in the
measurement of accuracy and/or does not
result in harm to the system of controls or to
the Government.

   

f. Evaluate the contractor's identification of
those conditions considered deficient and
resulting in increased costs to the
government and its calculation of the cost
impact.

   
g. Determine that appropriate adjustments
were made to ensure billings are properly
adjusted to exclude invalid requirements.

Material Requirements Con't.

Master Production Schedule (MPS)
Accuracy
Establish policies and procedures for the
master production schedule and periodic
testing of MPS accuracy.

h. Document your review and conclusions
related to the contractor's method of
determining and maintaining the accuracy of
its MPS system. Determine that the method
used by the contractor ensures that materials
will not be received and charged/billed to
contracts earlier than is reasonable justified.
- Coordinate closely with the Government
technical representative and document who
will perform individual steps.

   

i. Determine the adequacy of the contractor's
self-assessment of the procedures and
internal controls governing the
establishment and revision of available
capacity and manufacturing lead and process
times.

   

j. Determine whether the contractor's
scheduling (or related) procedures ensure
development of a required material delivery
date as close to the manufacturing/assembly
need date as possible given the contractor's
internal and external market forces.

Material Requirements Con't.  

k. Review the contractor's assessment of
information used in the scheduling process
compared to what is really being incurred in
the department/shops in the following areas:
- Availability of actual capacity
- Manufacturing/assembly process times
including individual processes, queue times,
kitting/staging, etc.
- Dock to stock which would include time
for receiving, inspection, testing, handling,
etc.
- Time in inventory. Analyze the contractor's
methodology and justification for the period
of time between placement of materials in
stores (a holding area) and its actual
manufacturing/assembly need date.
- Expand to other areas you deem necessary
to ensure adequate time-phasing.
- Determine whether the contractor's system
is sufficient to (1) ensure planned lead and
process times are consistent with what is
being experienced in the responsible
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department/shop and (2) provide assurances
that material charges are reasonably
time-phased.

   

l. Evaluate the contractor's justification for
costs/billings based on minimum/economic
order quantities or other conditions
warranting early receipt of material.

   

m. Evaluate the reasonableness of the
contractor's analysis of controls over
acceptance of early deliveries of material
from vendors.
(1) Evaluate the contractor's selection and
analysis of parts for comparing planned
receipt dates (due dates which are based on
scheduled lead times) to actual receipt dates
and identify patterns of "early receipt and
billing."
(2) Evaluate the contractor's justification for
early delivery/receipt.

   
n. Evaluate the contractor's calculation of
MPS accuracy and document whether the
contractor meets the goal of 95% accuracy.

   

o. Evaluate the contractor's identification of
those conditions considered deficient and
resulting in increased costs to the
government, and its calculation of the cost
impact.

   

p. Determine that appropriate adjustments
were made to ensure billings are properly
adjusted to exclude unreasonably
time-phased materials.

Material Requirements Con't.

Justification of Exceptions
Ensure that material purchased and
charged or allocated to contracts in
greater quantities than time-phased
requirements are justified.

q. Review the contractor's policies and
procedures to determine if they require the
identification, investigation, and appropriate
corrective action for materials purchased
and charged to contracts in excess of valid
time-phased requirements.

r. Selectively review materials purchased
and charged to government contracts in
excess of time-phased requirements to
determine if they are supported by written
justification as required by the contractor's
policies and procedures. The following steps
may provide indications of such charges:
(1) Document your review and conclusions
related to the contractor's analysis of the
internal controls and procedures of the
netting process; also, identify material/parts
for which no requirements exist or for which
quantities differ from identified
requirements.
(2) Document your review and conclusions
related to the contractor's analysis of
inventory status data that identified parts
having significant positive or negative status
that may indicate invalid requirements or
unreasonably time-phased materials and
problems in the system for determining
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requirements.
(3) Evaluate (a) the methodologies used to
charge material/parts to contracts (it may
differ by class of material), (b) the cost basis
for the charges, and (c) the level(s) at which
material/parts charges are
identified/recorded to gain an understanding
as to how requirements are charged to
contracts. Identify data files that contain
material/part charges to the contract to
identify potential problems relative to
reconciliation between contract costs and
requirements.
(4) Document your review and conclusions
related to the contractor's analysis of parts
that determine if there appears to be an
unusually long period between the time they
were received and the time they were used
in the production process (months on hand).
Document your agreement/disagree-ment
with the contractor's reasons for materials
sitting in inventory for long periods of time,
including the basis of your decision.
(5) Document your review and conclusions
related to the contractor's analysis of
inventory turnover.
(6) Document your conclusions relative to
the contractor's follow-up and treatment of
apparent deficiencies found during the
above steps.

   

s. If the contractor identified deficiencies in
its internal controls resulting in a
noncompliance to the standard, evaluate the
contractor's determination of the potential
harm to the Government and its analysis to
determine the cause of the deficiencies.

   

t. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS to
the standard.

3. System Monitoring
MMAS standard 3 requires that the
contractor's system provide a mechanism
to identify, report, and resolve system
control weaknesses and manual overrides.
As with standards 1 and 4 the
requirements of this standard are an
integral part of the review of all standards.

Establish and maintain policies and
procedures that describe the how and
when operational exceptions are to be
identified, reported, and resolved.

a. Determine the sufficiency of the
contractor's analysis of MMAS related
exception reports and reports that track
manufacturing process performance
pertaining to the contractor's material
system.

   
b. Evaluate the contractor's review of
policies, procedures, and operating
instructions.

   

c. Evaluate how the contractor selected
significant reports and determined that
exceptions are adequately identified, and
resolved consistent with procedures (testing
of the system).
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System Monitoring Con't.  

d. Evaluate the analysis regarding the
adequacy of the system to timely identify
exceptions such as excess and residual
materials, no cost transfers, lost/found parts,
etc.

   

(1) The analysis should include a
determination regarding the reasonableness
of the point when excess and/or residual
material is made available for transfer (e.g.,
product delivery, shop order completion,
testing completion, etc.).
(2) The system should provide for
identification and proper disposition of
lost/found parts.
- Evaluate the contractor's analysis to
determine how lost and found parts are
recorded and reentered into the system.

   

e. Where the contractor's analysis identified
reports (systems) with a significant number
of exceptions, evaluate the contractor's
conclusions or corrective action plans.

   

f. Evaluate the analysis regarding who has
access to and authority to enter data into the
system, resolve exceptions, and manually
override the system logic.

   

g. Determine whether the analysis evaluated
whether edit check controls within the
system include checks to preclude entry of
erroneous data.

h. Evaluate whether the analysis determined
that there are sufficient controls in place that
are being used to prevent the ordering and
billing of parts over and above contract
requirements without sufficient justification.

   

i. Determine whether the analysis reviewed
for sufficient controls to identify and follow
up on costs incurred on spares contracts
after parts are delivered.

System Monitoring Con't.  

j. Evaluate how the contractor reviewed for
the possibility of major areas of risk that are
not subject to either exception reporting or
edit checks.

   

k. Evaluate the reasonableness of the
contractor's identification of those
conditions considered deficient and result in
increased cost to the Government, and its
calculation of the cost impact.

   

l. Determine that appropriate adjustments
were made to ensure billings are properly
adjusted to account for identified
deficiencies causing overbillings.

   

m. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS to
the standard.
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n. When an adequate demonstration has
been received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

4. Audit Trail
MMAS standard 4 requires the contractor
to provide audit trails and maintain
records necessary to evaluate system logic
and to verify through transaction testing
that the system is operating as desired.

Systematically perform transaction testing
of material costs to ensure that amounts
recorded are traceable to source
documentation and are processed
consistent with system logic.

a. For each of the 10 standards, determine
the adequacy of the audit trail for allowing
the evaluation of transactions/contractor
actions of the system(s) under review.

   

b. Determine whether the contractor
provided sufficient evidence through
transaction testing to show its system is
operating as desired.

5. Physical Inventories
MMAS standard #5 provides that a 95
percent inventory record accuracy is
desirable in order to assure that recorded
inventory quantities reconcile to the
physical inventory.

Establish and maintain policies and
procedures for receipt and inspection of
material.

a. Review the contractor's policies and
procedures for the receipt and inspection of
material to determine if they are adequate to
ensure that:
All material received is accounted for;
Only material meeting agreed to quantity
and quality specifications are accepted;
Material returns are properly controlled and
accounted for; and
All material received is transferred to
inventory or otherwise accounted for.

   

b. Physically observe the contractor's actual
material receipt and storage practices to
ensure that they are consistent with
established policies and procedures.

 
Establish and maintain policies and
procedures for storage and issuance of
material.

c. Review the contractor's policies and
procedures for issuing material to the floor
to determine if they are adequate to ensure
that all issued and returned material is
accounted for.

   

d. Physically observe the contractor's actual
material issuance practices to determine if
they are consistent with established policies
and procedures.

 
Procedures and controls that prescribe
how inventory record accuracy is verified
as to quantity and physical location.

e. Evaluate the contractor's procedures and
internal controls for verifying the quantities
of physical inventory.
- Coordinate this portion of your audit
closely with the government property
specialists as many of the normal review
performed by them may satisfy required
oversight.

   

f. Evaluate the contractor's identification of
material classification whereby count
tolerances are determined by the criticality
or materiality of the materials.

    g. Evaluate the contractor's review and
justification for established count tolerances.

    h. Evaluate the contractor's method of
determining inventory record accuracy.
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Physical Inventories Con't.  

i. Determine the reasonableness of the
contractor's cycle (periodic ongoing) counts
of inventory with emphasis on:
(1) Recent results of cycle counts.
(2) Cycle count procedures.
(3) The basis for count intervals.

 

Procedures and controls for making
adjustments for the difference between
booked and physical inventory counts, to
include the costing of such adjustments in
the accounting records, if appropriate.

j. Evaluate the contractor's adjustments for
differences between book inventory and
physical count to ascertain that the
contractor has effective internal controls for
controlling losses and overages.

   

k. Determine the appropriateness of how the
contractor handled the effects of physical
losses/overages when they occurred,
including the contractor's basis for
determining whether or not the errors
resulted in harm to the Government.

   

l. Review the contractor's methodology for
costing adjustments to booked inventory.
Determine whether the method is consistent,
equitable, and unbiased.

    m. Evaluate the contractor's calculation of
inventory record accuracy.

   

n. Evaluate the contractor's identification of
those conditions considered deficient and
resulting in increased costs to the
Government, and its calculation of the cost
impact.

   

o. Determine that appropriate adjustments
were made to ensure billings are properly
adjusted to account for identified
deficiencies causing overbillings.

Physical Inventories Con't.  

p. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS to
the standard.

   

q. When an adequate demonstration has
been received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

6. Material Transfers
The contractor's policies and procedures
should provide detailed descriptions of
circumstances which will result in manual
or system generated transfers of parts.

Descriptions of the circumstances that
result in physical and/or financial
transfers of parts.

Determine whether the contractor
adequately describes circumstances which
will result in manual or system generated
transfers of parts.
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7. Material Costing
The contractor should maintain a
consistent, equitable, and unbiased logic
for costing material transactions.

Assure that material transactions are
costed using standard or actual costs, or
any of the inventory costing methods in
FAR 30.411-50(b).

a. Evaluate the assessment of the
contractor's procedures and controls for
initial charging of material to ensure charges
are consistent, equitable, and unbiased and
compliant with CAS 411. NOTE: If a CAS
411 compliance review has been recently
performed, the auditor should incorporate
the results of that review into this audit and
no further effort should be required.

 
Provide clear identification of the costing
policy for sensitive areas as identified by
the government and contractor.

b. Review the contractor's policies and
procedures to determine if they clearly
identify the costing policies for sensitive
material transactions.

   

c. Selectively review sensitive material
transactions to determine if they were costs
in accordance with established policies and
procedures. Several computer software
packages are available to assist in this task.
These include MS-Excel, MS-Access,
DATATRAK, SAS, etc. Contact your
Regional EDP representative (RSA) if
assistance in this area is necessary.

Material Costing Con't.

The system should transfer parts and
associated costs within the same billing
period or utilize an ACO approved
"Loan/Payback" technique.

d. Cost Transfers
(1) Evaluate the assessment of the company
description of the material transfer system
and the procedures and internal controls
governing transfers.
(2) Evaluate the contractor's analysis of its
detailed transfer listings.
- Evaluate the review of a sample (sufficient
evidence) of transfers in order to determine
the cause and reasonableness of the
transfers.
- Evaluate the rationale for continuing high
levels of transfers or plans to correct
identified deficiencies.
(3) Evaluate the assessment of the
contractor's transfer costing methodology.
- Determine whether sufficient tests were
performed to determine if and when costs
are transferred with the physical movement
of parts.
- Determine whether sufficient tests were
performed to ensure the contractor transfers
all costs associated with the parts. For
example, fabricated parts should be
transferred at a value which includes
material, labor and related indirect costs.
- Determine whether sufficient tests were
performed to ensure the contractor's
practices are consistent with its stated
methodology for initial charges and transfer
charges to contracts.
- Determine whether sufficient tests were
performed to ensure costs are transferred at
standard or actual costs using one of the
CAS 411.50(b) inventory valuation
methods.
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- If costs are not always transferred at the
same time as the part, determine the
reasonableness of the contractor's analysis of
controls that are in place to ensure that costs
are transferred within the same billing cycle
or within a reasonable time thereafter.
- Determine whether sufficient tests were
performed to ensure cost transfers are
consistent, equitable, and unbiased.
(4) In order to consider audit leads of
possible internal control weaknesses,
evaluate the contractor's sample (sufficient
evidence) of transfer activity used to analyze
trends.

   

e. Loan Paybacks
(1) Evaluate the analysis of circumstances
that result in a loan/payback, including its
basis for determining the reasonableness and
equitableness of these transactions.
(2) Evaluate the analysis of the loan/payback
aging report to determine whether the
system identifies borrowing contract and the
date the parts were borrowed.
(3) Evaluate the tests that provide sufficient
evidence that loans do not remain
outstanding for unreasonable periods of
time.
(4) Evaluate the tests that provide sufficient
evidence that procedures and controls are in
place to correct any overbillings due to
loan/payback.
(5) Evaluate the tests that provide sufficient
evidence that the costs of the replacement
parts are charged to the borrowing contract.

   

f. Evaluate the contractor's identification of
those conditions considered deficient and
result in increased costs to the Government,
and its calculation of the cost impact.

   

g. Evaluate the determination that
appropriate adjustments were made to
ensure billings are properly adjusted to
account for identified deficiencies causing
overbillings.

Material Costing Con't.  

h. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS to
the standard.

   

i. When an adequate demonstration has been
received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).
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8. Inventory Allocations
MMAS standard #8 requires that the
contractor's system handle allocations of
common inventory in such a manner as to
preclude improper allocation and costing
of allocations.

Procedures and controls exist which
provide assurance that allocations from
common inventory accounts are based on
valid time-phased requirements.

a. Review the contractor's submission to
determine the magnitude of contractor cost
allocations from common inventories. If
allocations are immaterial, further effort
may not be required.

   
b. Review the contractor's analysis of its
procedures and internal controls governing
the allocation process.

   

c. Review the contractor's definition(s) and
determine that the classifications are
appropriate for the types of materials costed
as common inventory. Also evaluate the
different classes of materials comprising the
common inventory costs that are allocated to
contracts and determine if common
materials being allocated benefit the
contracts charged.

   

d. Determine whether the contractor's
allocation methods are compliant with valid
time-phased requirements. Allocations
should not result in allocations of material
costs for which there are no contracts or are
too far in advance of required production
dates without sufficient justification, e.g.,
availability of quantity discounts, economic
order quantities, known or expected vendor
problems, etc.

   

e. Assess the contractor's analysis of the
common inventory being allocated to
determine if the pool of common inventory
allocated is accurate (refer to MMAS
standard 5).
f. Review the contractor's analysis of the
frequency of the billing cycle, and evaluate
tests that assure billings show common
inventory costs (computerized or manually)
were properly calculated and costed on a
current basis.

   

g. Where common inventory is reallocated
on a periodic basis, evaluate the contractor's
analysis performed to determine the
reasonableness of the basis and method for
reallocation. Evaluate the contractor's
evidence that shows the total adjustments
(debits/credits) of reallocations are
accurately reflected in billings.

   

h. Review the contractor's identification of
those conditions considered deficient.
Determine that any adverse cost impact is
calculated and that adjustments are made to
ensure billings are made to account for
identified deficiencies.

   

i. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS to
the standard.
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j. When an adequate demonstration has been
received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

9. Commingled Inventory
Where a contractor has commingled
inventory MMAS standard #9 requires
adequate controls to ensure material
charges or allocations do not compromise
the first eight standards.

Policies and procedures for commingled
inventories should meet all of the above
standards.

a. Review the contractor's analysis of the
procedures and internal controls related to
the commingled inventory.
b. Determine whether contractor's internal
controls over charging and/or allocation of
commingled inventory are sufficient to
ensure the requirements of the standards 1
through 8 are met for this portion of the
contractor's material inventory.
c. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS to
the standard.
d. When an adequate demonstration has
been received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).

10. Internal Audits
MMAS standard #10 requires that the
system be subjected to periodic internal
audits to ensure compliance with
established policies and procedures.

Perform periodic reviews of the MMAS
to ensure that:
(1) Policies and procedures are compliant
with applicable rules and regulations.
(2) Policies and procedures have been
properly implemented and are operating
effectively.

a. Review contractor provided data for
demonstrating that the MMAS was subject
to periodic internal audits.
b. Review the contractor's internal audit plan
and schedule of completed audits.
c. Consider audits performed by functional
units that meet the objective of standard #10.
d. If the contractor contends that such
reviews have been performed, but is
unwilling to make them available to DCAA
in any form, the auditor may be unable to
determine if the contractor has complied
with this standard. The auditor must be
satisfied that the system is subjected to
periodical internal audits.
e. Document the basis for your conclusion
that the system is subject to periodic internal
audit.
f. Determine whether the contractor's
demonstration meets the requirement to
provide sufficient evidence to demonstrate
the degree of conformance of its MMAS to
the standard.
g. When an adequate demonstration has
been received, determine and document any
additional audit steps necessary to express
an audit opinion (see CAM 4-1000 --
Relying on the Work of Others).
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APNONCOM

Audit Program for Reporting Noncompliance With Disclosed or
Established Practices, CAS, or FAR

Version 1.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Reporting Noncompliance With Disclosed or Established Practices, CAS, or FAR

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A), initialed and dated. Portions of the
audit which were covered in other assignments (e.g., compliance testing or disclosure statement reviews)
should be referenced at the appropriate place in this program.

A. Purpose and Scope1.  

A noncompliance audit represents only additional effort to report and resolve a noncompliance issue after
it is identified and its existence is fully supported as part of an incurred cost, price proposal, CAS
compliance, or any other type of audit. This includes:

2.  

preparing and issuing the noncompliance audit report;
providing audit support to the ACO;
counseling procurement officials during conferences; and
other actions necessary to resolve the issue.

3.  

The audit steps in the program should reflect a documented understanding between the auditor and
supervisor as to the scope required to comply in an efficient and effective manner with generally accepted
government auditing standards and DCAA objectives. The program steps are intended as general guidance
and should be tailored as determined necessary.

4.  

B. References5.  

CAM Chapter 8
CAM Chapter 10, Section 800

6.  
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48 CFR Part 9900, Cost Accounting Standards
FAR Part 31

Audit Reporting Considerations
Generally when there are noncompliances with more than one CAS, separate noncompliance audit reports
should be issued for each noncompliance. However, when the noncompliances are related or inseparable,
noncompliances with two or more standards should be issued in the same report. Noncompliances are
related or inseparable if the resolution of one resolves the other.

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Steps
1. Review working papers and audit report of the
audit assignment that disclosed the
noncompliance.

1.  

2. Reference the originating audit assignment and
incorporate working papers that specifically
describe the noncompliance.

2.  

3. Prepare the draft statement of conditions and
recommendations in accordance with
CAM 10-806.5(d).

3.  

4. Discuss results with the supervisor or the FAO
technical specialist. Coordinate noncompliance
matters with the ACO and CAC at the earliest
possible opportunity.

4.  

5. Discuss noncompliance issue with the contractor
and provide a copy of the draft statement of
conditions and recommendations for comments
in accordance with CAM 4-304.6.

5.  

6. Obtain and review contractor's response. If
necessary, revise the audit position.

6.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Discuss the final audit position with the
contractor.

1.  

2. Finalize audit report incorporating the
contractor's reaction and auditor's comments
in accordance with CAM 10-806.5(d).

2.  

3. Update the permanent files, i.e. ICAPS or
SHORTICQ, and Mandatory Annual Audit
Requirements (MAARs) schedules, as

3.  

1.  
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appropriate.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Additional Efforts Required to Resolve the
Noncompliance Issue

1.  

(List additional steps performed.)2.  
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APOVER70

Audit Program for Incurred Costs Major Contractor Locations

Version 4.7
1 July 1999

Defense Contract Audit Agency
Audit Program for Incurred Costs Major Contractor Locations

Contractor's Name: ________________________

Assignment Number: _______________________

Field Audit Office: _________________________

Date Assigned: ______________________

Auditor Assigned: ______________________

___________________________
Supervisor's Signature Indicating
Approval (Obtain Signature Before
Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which
are covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits)
should be referenced at the appropriate place in this program.

A. Purpose and Scope

This program is intended to provide a logical sequence to the audit effort and to reflect a mutual
understanding between the auditor and supervisor as to the scope required to meet auditing standards and
DCAA objectives for the current assignment. The audit steps in the program are intended as general
guidance and should be expanded or eliminated as necessary to fit the current audit. Those steps not
required should be marked "not applicable" (N/A). Moreover, the audit program is intended as a control
document covering the entire incurred cost audit of a contractor fiscal year. It is expected that those
portions of the audit which are covered in other work packages will be referenced at the appropriate place
in this master program, including budgeted and actual hours. This is a necessary step for summarizing and
reporting of dollars audited and incurred hours, especially hours incurred in concurrent reviews. Audit
programs in other work packages should be cross-referenced back to the control assignment and audit step.

1. The purpose of incurred cost auditing is to determine whether costs charged to auditable
Government contracts are reasonable, allowable, and allocable in accordance with the contract and

1.  
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applicable government acquisition regulations.

2. This audit program is internally cross-referenced and referenced to the Contract Audit Manual
(CAM), the Cost Accounting Standards (CAS) and the contractor's CAS Disclosure Statement
(D/S), the Federal Acquisition Regulation and DoD Supplement (FAR/DFARS), the Internal Control
Audit Planning Summary (ICAPS), Mandatory Annual Audit Requirements (MAARs) (see CAM
6-1S1 for a listing of MAARs and their objectives) and standard audit type codes or internal control
questionnaire (for FYs 1994 and prior).

2.  

3. The MAARs concept makes a presumption of materiality of certain audit steps. The auditor is
expected to exercise professional judgment, considering vulnerability and risk, in determining the
scope of review (F-2.b). Transaction testing will be done in accordance with the transaction test plan
developed in Audit Step C-11, regardless of whether the test in question happens to be a MAAR.

3.  

4. The auditor should determine by reviewing the permanent files and prior audit working papers if
significant costs related to CAS have been identified and required compliance testing has been
accomplished. Testing for CAS 401, 402, 405, and 406 should be performed during this audit. For
other applicable CAS standards, compliance testing should be performed at least every three years,
except if the contractor has made significant cost accounting changes that would require CAS
compliance testing in the interim. If the required CAS compliance testing was not performed, the
supervisor should determine that appropriate CAS compliance testing audit procedures are included
in the program. Many CAS standards have been partially implemented by the FAR Cost Principles
as follows:

4.  

Standard FAR Reference Standard FAR Reference
401 31.201-1, 31.203(d) 410 31.203, 31.201-4
402** 31.202, 31.203(a) 411 31.205-26
403 31.203, 31.201-4 412* 31.205-6(j)
404** 31.205-11(m), 31.205-16 413* 31.205-6(j)
405** 31.201-2, 31.201-6 414* 31.205.10(a)
406 31.203(e) 415* 31.205-6(i) & (k)
407 31.201-1 416* 31.205-19(a)
408 31.205-6(a) & (m) 417 31.205-10(b)
409** 31.205-11 418 31.203, 31.201-4

420* 31.205-18(b)

* These standards are incorporated by reference under most circumstances.

** These standards are substantively duplicated by the cost principles.

5. A listing of historical audit codes and their objectives is contained in Appendix C of DCAAM
7730.17, FMIS User Manual. The determination of which audit codes will be established as work
packages at major contractor locations will be determined during the planning process. Important:
The transaction test steps appearing in Parts D and E of the program are merely a matrix which
references related preliminary steps, prompts performance of MAARs and identifies the portion of
the ICAPS (or ICQ for FYs 1994 and prior) to be updated. The supplemental audit steps for each
audit area will be keyed and budgeted into this matrix during the process of finalizing the audit
program. The unexpanded matrix is not to be considered adequate instruction to the field auditor.

1.  
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6. This master program does not provide detailed audit steps for the testing of individual
transactions. It is expected that transaction test programs will be developed locally to permit the
efficient gathering of evidential matter at individual locations. However, transaction test programs
which seem to have general applicability should be submitted through the region to Headquarters,
Attn: PAS for consideration for Agency-wide use.

2.  

The purpose of transaction testing is to determine that claimed costs are allowable, allocable, and
reasonable. Transaction testing working papers should include the criteria (e.g., FAR
citations/requirements) used to review the transactions, the nature/description of the transaction
reviewed, and the results of the review.

3.  

7. The program will be generated in two steps: first the update of permanent files, reconciliation's,
tracing to books and records and comparison to prior years; and second, final scope decisions and
preparation of the supplemental audit programs for transaction testing (Parts D and E) based on the
existing plan and the updated information arising from the preliminary data gathering process.

4.  

B. References
1. Cost Accounting Standards Board Rules, Regulations, and Standards1.  

2. DAR 3-700, FAR 42.7, DFARS 242.72.  

3. DAR 15-2, FAR 31.2, DFARS 231.23.  

4. FPR Part 1-15 Subpart 24.  

5. Applicable Agency FAR Supplement(s)5.  

6. CAM 1-504, "Access to Contractor Records"6.  

7. CAM 4-400, "Audit Work Papers"7.  

8. CAM Chapter 6, "Incurred Costs Audit Procedures"8.  

9. CAM Chapter 7, "Selected Areas of Cost"9.  

10. CAM 10-500, "Audit Reports on Annual Incurred Costs"10.  

11. Contractor Permanent Files and Internal Control Audit Planning Summary11.  

12. CAM 6-100 and 6-1S1 "Mandatory Annual Audit Requirements"12.  

13. Standard Audit Program Modules:

Assignment Code 17700, "APACTG" Audit Program for Control Environment and Overall
Accounting Controls

1.  

Assignment Code 11510, "APEDPG" Audit Program for General EDP Control Reviews2.  

Assignment Code 11020, "APBUDGET" Audit Program for Planning and Budgeting System
Reviews

3.  

Assignment Code 12030, "APPURC" Audit Program for Purchasing System Reviews4.  

Assignment Code 12500, "APMMAS" Audit Program for Material Management and
Accounting System Reviews

5.  

Assignment Code 13020, "APCOMP" Audit Program for Compensation System Reviews6.  

Assignment Code 13010, "APLABOR" Audit Program for Labor Accounting System
Reviews

7.  

Assignment Code 14980, "APINDR" Audit Program for Indirect/Other Direct Cost System
Reviews

8.  

13.  
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Assignment Codes 11010 and 15500, "APBILL" Audit Program for Billing System Reviews9.  

Assignment Code 10160 (or 10260 if used for nonmajor contractors), "APINSURE" Audit
Program for Insurance Costs

10.  

Assignment Code 10160 (or 10260 if used for nonmajor contractors), "APENSION" Audit
Program for Pension Audits

11.  

Assignment Codes 10160 (or 10260 if used for nonmajor contractors), "APCNSULT" Audit
Program for Consultant Service Costs

12.  

14. CAM 3-200 "Briefing of Contracts and Requests for Proposals"14.  

15. CAM 4-702.3 and Figure 4-7-3 identify "Examples of Characteristics and Types of Activity
Associated with Illegal Expenditures and Acts for Specific Audit Areas"

15.  

16. CAM 5-108 "Testing Controls"16.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Steps
1. Review the contractor's proposal. The
submission must be accompanied by an
overhead certification, and the following data
should either be included with the indirect rate
proposal (mobile audits) or be available in the
contractor's files:

a. Summary schedule of bases, pools and
rates (MAAR #14) and certification of
allowability. (CAM 6-610.2)
b. Detail schedule of account balances within
pools. (MAAR #15)
c. Computation of IR&D/B&P. (MAAR #17,
CAM 7-1500)
d. Schedule of auditable contracts and
subcontracts by government agency (CAM
10-504.5d(8)) and cross-reference to
contractor ID number, including
identification of CAS covered contracts and
contracts that contain or should contain the
penalty clause (FAR 52.242-3 or DFARS
252.231-7001 or 52.231-7002; CAM 6-609).
e. Schedule of direct costs by element within
(sub) contract, (MAAR #2) including direct
hours by labor category for TM contracts.
f. Copies of Federal income tax returns, state
income tax returns and payroll tax returns.
(MAAR #4)
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g. Where applicable, copies of audited
financial statements (MAAR #4) and SEC
filings.
h. Reconciliation of booked to billed cost.
i. Applicable Board of Directors' minutes for
the year(s) being audited. (CAM 3-104.16)
j. List of internal audits performed within the
accounting period.

This data should have been requested in the
indirect expense proposal letter. The supervisor
may authorize initiation of the preliminary
audit steps prior to constructive receipt of all
required data. Transaction testing ordinarily
should not proceed until all required data have
been made available.
2. MAAR #3: Obtain current organization
charts. Compare to charts contained in the
permanent file; identify any changes in
organizational structure. Update the following
information in the permanent file for the years
being audited. This information is generally
updated during the annual update to the
accounting system review. If the information is
not in the permanent files, obtain it during this
audit.

a. Number of direct and indirect employees.
b. Plant layouts and floor space utilization.
c. Services performed by outside auditors.
d. Copy of external auditor's internal control
letter or statement that the external auditor
did not prepare an internal control letter.
e. Listing of financial and managerial reports.
f. Schedule of employee awareness training
programs. (CAM 5-907)
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3. For CAS covered contractors, review the
permanent file to ensure all significant CAS
have been identified. Compliance testing for
CAS 401/FAR 31.201-1 and 31.203(d); CAS
402/FAR 31.202 and 31.203(a); CAS 405/FAR
31.201-2 and 31.201-6; and CAS 406/FAR
31.203(e) should be performed in the
applicable steps in this audit program.
Compliance on other CAS standards should
also be considered in the subsequent steps, if
applicable (See CAM 8-305). If additional
compliance testing for other significant
standards is required, coordinate with the
supervisor to determine the feasibility of
performing the necessary compliance reviews
concurrently with this review.
4. Review the contractor's overall operation to
determine whether major changes have
occurred in:

a. MAAR #7: Direct/Indirect charging
procedures and practices (CAM 6-603.4).
b. Business volume or modernization of
manufacturing facilities.
c. Determine whether these changes (if any)
have had, or should have had, an impact on
the contractor's direct/indirect charging
practices, allocation bases, contract mix, etc.
d. Ascertain if the contractor underwent a
business combination which was accounted
for by the purchase method of accounting. If
so, determine that the write-up (or
write-down) of the asset values has been
properly accounted for and claimed by the
contractor. For contracts entered into before
July 1990, the difference between the
acquired company's net book value of the
assets and the appraised market value of the
assets should be credited to the government
(CAM 7-1705.6). For contracts entered into
after 22 July 1990, the amount of allowable
depreciation and cost of money for these
assets is limited to the amount that would
have been allowable had the combination
never taken place (CAM 7-1705.7).
e. Review any revisions to CAS D/S.
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f. Update the permanent file.
5. Prepare the following reconciliation's:

a. MAAR #2: Reconcile the detail schedule of
bases and pools (submission: steps C-lb and
1e) to the contractor's general ledger. See step
C-4f.
b. MAAR #2: Reconcile totals of direct cost
by element (submission: step C-1e) to
appropriate ledger totals. See step C-5g.
c. MAAR #4: If the contractor is not a
corporation which prepares consolidated
financial statements, review the contractor's
reconciliation of the submission to the
financial statements. Use the corporate
financial statements, tax returns and SEC
filings. Obtain documentation of review at the
corporate level if appropriate.
d. MAAR #4: The corporate auditor should
furnish copies of the consolidated financial
statements to division auditors. The division
auditor should call the corporate auditor to
determine the approximate date these will be
available, and should advise the corporate
auditor of any non-receipt of anticipated data.
All auditors should review the notes to the
financial statements for possible audit leads.
Note unusual items for audit follow-up.(CAM
3-104.16)
e. MAAR #9: Reconcile payroll totals (dollar
value and hours) with totals of related labor
cost distribution records. The auditor should
have the contractor reconcile total salaries
and wages to payroll tax returns (IRS Form
941) if the contractor's labor system has been
determined to be inadequate or inadequate in
part due to deficiencies found in contractor's
payroll preparation and payment control
activities. (CAM 6-406.2a(6))
f. MAAR #14: Review the contractor's
reconciliation of proposed base & pool totals
(item C-1a above) to the contractor's cost
accounting records and to totals of the detail
accounts reconciled in step C-5a above.
(Audit Type Code 11040, CAM 6-609.2)
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g. MAAR #15: Compare base and pool totals
(step C-5f above) to prior year and budgetary
amounts. Determine if the indirect rate
structure to accumulate actual costs is
consistent with the indirect rate structure used
to prepare forward pricing indirect rates for
the same year. (CAS 401/FAR 31.201-1 and
31.203(d))
h. MAAR #15: Compare detail accounts
within pools (step C-5a above) to prior years
and budget to identify any changes in
accounting practices or unexplained
disproportionate changes in relative dollar
value for follow-up.
i. MAAR #19: Verify the mathematical
accuracy of the contractor's rate
computations, including the IR&D/B&P
submission. (Item C-1c above) (CAM
6-611.1a)

6. Other items to be reviewed: Prepare a
schedule of vulnerable areas from review of the
following:

a. Reconciliation items requiring audit
follow-up.
b. Prior year audit file and ICAPS/ICQ for
identified weaknesses and noncompliances
with FAR 31.201-6 and CAS 405.
c. Determine if the contractor uses the fiscal
year as its cost accounting period (CAS
406/FAR 31.203(e)). (See CAM 8-406.1 and
6-605 for exceptions to the fiscal year.)
d. MAAR #7: Review analysis of changed
conditions (Step C-4); reconciliation of
payroll (Step C-5e); direct and indirect labor
account comparisons to prior years and
budget (Step C-5g and h) for evidence of
undisclosed changes in labor charging
practices. (D/S 3.2.1)(CAM 6-604.1) Review
labor accounts for consistent classification
between direct and indirect (CAS 402/FAR
31.202 and31.203(a)).
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e. Board of Directors' minutes (Step C-1j),
copy of Corporate auditor's review, or prior
review of minutes conducted under forward
pricing rate review (CAM 9-1205). These
minutes may document major decisions that
affect the contractor's organization and
operations for the year(s) being audited
(CAM 3-104.16).
f. Audit leads derived from intervening
assignments.
g. Calculate government cost-type and
T&M/FPI percentages of indirect expense
bases using the schedule of direct costs by
element. See step C-1e.
h. If applicable, review the external auditor's
internal control letter. See step C-2d.

7. Other sources of reliance: Prepare a
summary of audit areas covered under other
reviews:

a. Identify the floorchecks or other labor
reviews covering the subject CFY (and
performed during the FY) by assignment no.
Place a copy of the summary results of audit
in the audit file.
b. Identify assist labor and subcontract audits
pertaining to the CCFY under review that
have already been received (MAAR #12).
Note any positive findings for follow-up.
Place a copy of each report in the audit file.
c. Identify other assignments
(Operations/EDP/financial control audits,
systems surveys, joint reviews such as
EVMS, CECSR, CPSR, CIPR, and Contract
Administration Office (CAO) data, etc.)
which affect the scope of this audit. Insert a
summary of each in the audit file.
d. If reliance is to be placed on the work of
others (CAM 4-1000), the file should contain,
at a minimum, the following documentation:

(1) A copy of the report and/or written
confirmation of the work performed.
(2) The period and costs covered.
(3) A summary of the result(s) of the
review(s).
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(4) A statement of the degree of reliance
placed on the work of others (a statement of
the audit scope covered by this reliance).

e. Contractor internal audits and other
self-regulatory controls.

8. Review contract provisions:
a. MAAR #7: Look for rate ceilings or cost
categories which may not be billed directly
on larger new contracts. Note for comparison
to any unexplained changes in charging
patterns identified during Step C-6d and
C-5h. (Audit Area Code 16100; CAM
6-604.1)
b. Note completed contracts for close-out;
identify subcontracts requiring assist audit.
c. Be certain that all auditable contracts listed
in C-1e above are briefed. Review contract
briefing cards (CAM 6-1007) and other
applicable contract information (CAM 3-202)
maintained by the FAO for any special
contract provisions affecting costs. All
auditable contracts must be briefed. (MAAR
# 3) Any contracts that have not yet been
briefed should be briefed as part of this audit.

9. Request all necessary assist audits:
a. Prepare draft requests for assist audits of
offsite labor. At a minimum, enclose with the
request a listing of current employees at the
offsite location, the name, title, and telephone
number of the individual to be contacted, a
list of contractor project numbers active at the
location, a cross-reference to government
contracts active at the site including contract
types, and a current payroll distribution.
(CAM 6-404.6b(13))
b. MAAR #12: Subcontract and intercompany
order assist audits will be requested as part of
accomplishing Step D-4.
c. Request assist reviews of records
maintained at other locations, including
corporate office allocations and Washington
Office audits. (CAM 6-803, 804, 805, and
806)
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d. Coordinate with Field Detachment auditor
as necessary.

10. In planning and performing the audit,
consider fraud risk indicators specific to the
type of audit being performed. Examples of
fraud risk indicators for the subject audit area
are contained in the following sources:
Handbook on Fraud Indicators for Contract
Auditors, Section II. (IGDH 7600.3, APO
March 31, 1993)
CAM Figure 4-7-3, CAM 6-305, CAM
6-404.6
Throughout the course of the audit, document
any identified risk indicators and your
response/actions to the identified risks. If no
additional audit steps are required or no risk
indicators are identified, document this in the
audit program or working papers.

11. The supervisory auditor should:
a. Complete the audit program using
information obtained during the current
planning cycle, recent audit experiences and
the results of review of preliminary audit
steps, especially new areas of risk (Step C-6)
and sources of reliance (C-7). These two
areas have high potential for revising audit
scope from that originally programmed. Any
significant changes in the planned scope of
audit that you make, including the addition
or elimination of an audit package must be
fully documented.
In developing transaction tests, include
steps designed to facilitate update of the
ICAPS. Refer to CAM 5-108 on Testing
Controls for detail on dual-purpose testing
as it relates to transaction tests.
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Identify any systems areas which need to be
reviewed to support this audit effort and set
up CCFY Internal Control Review
assignments. If internal control reviews or
substantive transaction tests have not
included tests of controls during the past 3
years, such tests should be performed as
part of this audit. Refer to CAM 5-1000,
Audit of Indirect and Other Direct Cost
Systems Internal Controls, for additional
guidance.
The extent of transaction testing audit
procedures should reflect the assessment of
the risk of material misstatement due to
fraud. For example, increased sample sizes
or more extensive analytical procedures
may be appropriate.

b. Set up CCFY MAARs assignments:
(1) MAAR #6: Labor & floorchecks.
(2) MAAR #13: Purchases existence and
consumption.

c. Budget audit program to the level that no
substep takes more than 40 hours to perform.
(Add levels of detail as necessary.)

Note: Concluding audit step F-1 is inserted at
the end of the audit because results are needed
only to wrap up the assignment. However,
many of these steps can be done at any time and
should be started at the earliest opportunity.
D. Schedule of Transaction Test
Supplements
(Supplemental transaction test programs are to
be approved by the supervisor and referenced
to the appropriate step listed below.)
1. During the transaction testing, ensure that
the contractor follows consistent practices in
identifying all costs incurred for the same
purpose, in like circumstances, as either direct
or indirect only. Document any
noncompliances. (CAS 402/FAR 31.202
and31.203(a)).
2. MAAR #18: Indirect Allocation Bases
(CAM 6-606; D/S 4.1.0 4.2.0)
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a. Fringe Benefit base/Labor Overhead base:
Reconciliation to P/R tax returns (item C-4e f
above) and payroll ledger. (CAM 6-606.3;
CAS 418)
b. Materials handling overhead base. (CAM
6-606.3; CAS 418)
c. Any other intermediate bases. (See CAS
418 for discussion of acceptability).
d. TCI G&A base: (CAM 6-606.4; CAS 410).
e. Value Added G&A base: (CAM 6-606.4;
CAS 410)
f. Single element G&A base.
g. Special G&A Allocation (CAS 410.50[j]).
h. Cost of Money base. (CAS 414).
i. Voluntary deletions: Review in step D-6i.
j. Determine if the same accounting period is
used for accumulating costs in an indirect
cost pool as for establishing its allocation
base (CAS 406/FAR 31.203(e)).

3. Direct Materials reviews (CAM 6-300).
a. MAAR #11 "Purchases Adjustments" and
other materials payments reviews. (CAM
6-305.3a(1))
b. MAAR #13, "Verification of Inventory."
(CAM 6-305.3a(2))
c. Materials estimating/purchasing system
reviews and CPSRs, where required. (CAM
5-600; 5-700)
d. Other materials review, including
make-or-buy decisions (CAM 6-309) and
requirements reviews (CAM 6-308).

4. MAAR #12: "Auditable Subcontracts."
a. Review and verify the contractor's schedule
of auditable type subcontracts and
intercompany orders under auditable type
government contracts and subcontracts.
b. Review the contractor's internal control
system relating to subcontracts and
intercompany orders. (CAM 6-801.1)
c. Arrange for any required assist audit (CAM
6-801, 6-802, and 6-803). See Step C-6 to
determine if the assist audit has already been
requested and received.
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d. Analyze assist audit results and incorporate
into the review of subcontract costs.
Reconcile the allowable costs reported for the
subcontract in the assist audit report with the
claimed subcontract costs in the contractor's
submission. Follow-up as needed with the
assist auditor.

5. Direct labor reviews (CAM 6-400).
a. MAAR #6: "Floor Checks" (CAM
6-405.1c) including comprehensive labor
audits (labor audit program). (Audit type code
10310)
b. MAAR #8: "Comparative Labor Analysis"
(CAM 6-404.6b(5)) NOTE: Output of Steps
C-5c and C-7a may provide leads to this area;
this review may provide input to Step D-4a,
which is the CCFY assignment established in
Step C-9b(1).
c. MAAR #10: "Labor Adjustments" (CAM
6-404.6b(7))
d. Review of CCFY assist audits of offsite
labor to summarize findings for follow-up.
e. Personnel policies and procedures and
CECSRs, if programmed; not required
annually. (CAM 5-800 and 6-413)
f. Other required labor reviews.

6. Other Direct Costs (CAM 6-500).
Note: Many if not all ODC expense categories
have counterparts in the indirect cost pools, and
may readily be combined with indirect costs for
transaction testing.
7. Indirect Expense (CAM 6-600).

a. MAAR #5: "Income/Credit adjustments,"
including reviews of miscellaneous income
and balance sheet adjusting entries. (CAM
6-608.2d(5))
b. MAAR #16: "Indirect account analysis."
(CAM 6-608.2e(2)) Reviews of critical or
sensitive accounts and accounts selected
through MAAR #15 review (Step C-5h)
should be referenced here to facilitate review.

(1) Accounts containing transactions to be
reviewed via statistical sampling.
(2) Accounts selected for 100% review.
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(3) Accounts to be evaluated by reviews
other than transaction testing.

c. MAAR #20: "Other adjusting J/Es". (CAM
6-608.2c)
d. Ensure that the contractor follows
consistent practices in selecting the cost
accounting period(s) in which any types of
expense and any types of adjustment to
expense are accumulated and allocated (CAS
406/FAR 31.203(e)).
e. Miscellaneous indirect/ODC reviews.
(CAM 6-608)
f. EDP Reviews. (CAM 7-100)
g. Other Operations Audits. (DCAAP
7641.73)
h. Service Centers. (CAS 418; D/S 4.3.0)
i. Unallowable costs (FAR 31.201-6 and CAS
405; CAM 7):
(1) Determine if expressly unallowable,
mutually agreed to be unallowable, costs
which specifically become designated as
unallowable by contracting officer's written
decision, and directly associated costs are
identified and excluded.
(2) When control risk for any of the
indirect/ODC objectives is assessed as
moderate or low, and reportable expressly
unallowable or inappropriately allocated
costs are found, the auditor will perform the
following steps:

(a) trace the improper transactions through
the contractor's cost system to ascertain the
potential control weaknesses,
(b) determine whether a CAS 405 or other
noncompliance report should be issued,
(c) determine whether the control risk
ratings should be increased and a revised
system report issued, and
(d) determine whether transaction (i.e.,
substantive) testing for the current audit
should be increased.
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(3) Review voluntary deletions and
questioned costs for directly associated costs
that should also be excluded/questioned.
Deficiencies should be reported in
accordance with CAM 8-302.7 or CAM
10-400.
(4) Determine that unallowable costs which
are normally included in an allocation base
or bases remain in the base or bases.
(5) Determine that costs directly associated
with an unallowable cost, if normally
included in an indirect cost pool to be
allocated over a base which contains the
unallowable cost, are allocated through the
regular allocation process.

j. Test of controls. Select transactions and
perform tests of controls to gather evidence
that the desired controls activities are
functioning as prescribed (see CAM 5-108).
This testing should be performed when:
(1) control risk is assessed as moderate or
low, and
(2) no testing of controls have been
performed during the past three years as part
of the Indirect Cost/ODC internal Control
Audit or under step D.7i(2) above.

k. Washington Office Audits. (FAR
31.205-22, "Legislative Lobbying Costs;").
[If assist audit effort is required, it should
have been requested in Step C-9c, and the
findings incorporated here.]
l. Other, list. (Financial audits); systems
reviews; follow-ups; updates etc.)

Special Purpose Reviews.
Note: Any reviews belonging to this area which
were performed under Step D-7b should be
cross-referenced here. These steps should be
performed for each year, if applicable. If a
review is scheduled, a supplemental program is
required.
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8. Insurance. (CAM 5-1303 and 7-500; CAS
416; D/S 7.3.x; standard audit program). The
Insurance Summary (final page of standard
audit program) must be updated annually,
regardless of whether a review has been
scheduled.
9. Pensions. (CAM 5-1303 and 7-600; DCAAP
7641.79; CAS 412 and 413; D/S 7.1.x; FAR
52.216-7(b)(2) and 52.232-16(a)(2)(iii)
(quarterly funding requirement); standard audit
program). IRS Form 5500 and funding should
be reviewed annually for all plan types;
actuary's report and auditor's report should be
reviewed for changes to defined benefit plans.
All three external documents should be
retained in the permanent file.
10. MAAR #17: "IR&D/B&P". (CAM 7-1500;
FAR 31.205-18)
11. Special Facilities Operating Costs,
including GOCO rent allocations, if applicable
and if programmed for audit (CAM 6-607;
7-300).
E. Concluding Audit Steps
1. Completion of Field Work:

a. Prepare/update schedule of auditable
contracts and subcontracts.
b. Update the calculation of government
cost-type and T&M/FPI percentages of
indirect expense bases performed in step
C-6g.
c. Verify schedule of direct costs by contract.
d. If a billing system review was not
performed in this CFY (Step D-7l), test
reconciliation of booked to billed cost.
e. If any contracts contain or should contain
the penalty clause (step C-1d), compute the
paid portion of the unallowable cost subject
to an interest penalty on affected contracts.
Computations should be limited to the dollar
value of the indirect expense recovery for
each contract in the affected pool and its
percent of the appropriate allocation base
(CAM 6-609f and 10-504.5d(8)).

2. MAARs Updates.
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a. MAAR #1 (CAM 5-100) and #3 (CAM
4-405.1).
b. Review and update the MAARs Control
Log (DCAAF 7640.24b); include a
completed copy of the control log in this
working paper package. The control log must
be signed by the supervisory auditor after
reviewing the referenced working papers or
audit work packages to insure that they
include adequate MAARs coverage or an
explanation in the working papers to support
a "not required" coding. Document any
known system weaknesses, and note any
matters which should be considered in
subsequent price proposal audits. Where
appropriate, update the permanent file.

3. Summarize results of transaction tests.
4. Summarize results of testing for compliance
with FAR and CAS 401, 402, 405, 406, and
any other CAS standard reviewed during this
audit.
5. Annotate schedule of direct costs by contract
(C-1e) for any direct costs questioned to
provide a schedule of allowable direct costs by
contract for use in preparation of CACS.
6. Review assist audit requests. (Step D-4)
Determine status of requested assist audits. If
any requested assist audits are outstanding,
follow up with the cognizant auditor. See CAM
6-709.2c for guidance on issuing the report
without the requested assist audits.
7. Supervisory review.
8. Prepare schedule of questioned costs for exit
conference. (Audit Type Code 14030).
9. Hold exit conference. If rates are
audit-determined, refer to CAM 6-700.
10. Summarize results of audit and exit
conference.
11. Prepare:

a. Copies of summary working papers or
audit area worksheets, including audit leads,
if any.
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b. Update of Headquarters, Regional and
FAO databases (IR&D/B&P, offsite labor,
etc.)
c. If costs are subject to the interest penalty, a
schedule of questioned cost by penalty class
within indirect cost pools. (CAM 6-609b and
10-504.5d(6)

12. Update permanent files and relevant ICAPS
information.
F. Audit Report Preparation and Review
1. Prepare draft audit report and rate letter or
DCAA Form 1. (Audit Type Code 14010,
CAM 6-900) Attach all assist audits to the final
report.
2. If applicable, prepare CAS noncompliance
and internal control deficiency reports.
3. If the auditor has encountered information
that constitutes evidence or raises suspicion
that fraud or other illegal acts have occurred,
refer such suspicion by completing the DCAA
Form 2000 in accordance with CAM 4-702.
4. Prepare a schedule of total hours (this year
and prior years) in Assignment Codes
pertaining to this Contractor FY.
5. Calculate dollars audited and cost savings.
6. Post hours and other data to audit program
and FMIS input form.
7. Supervisor, FAO chief, RAM reviews.
Total
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APPAYCOS

Audit Program for Progress Payments Based on Cost Incurred

Version 3.2
1 July 1998

Defense Contract Audit Agency
Audit Program for Progress Payments Based on Cost

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program. This audit program may be used for either comprehensive
estimating system reviews by DCAA (CAM 5-1203.1), or for DCAA/contract administration office team
surveys required under DFARS 15.811 (CAM 5-1203.2).

A. Purpose:1.  

The purpose of the progress payment audit is to verify the amounts claimed on SF 1443 (Contractor's
Request for Progress Payment) to the contractor's accounting books and records, evaluate the propriety of
the progress payment request, and determine whether undue financial risk to the government will result if
the request is granted.

2.  

B. Scope:
1. The scope of a progress payment audit depends on how much reliance can be placed on the
contractor's accounting and billing system's internal controls, cost representations, billing
procedures, and financial condition. If the results of prior audits and the preliminary audit steps
indicate low audit risk, a limited review of the progress payment should be made. This decision must
reflect a mutual understanding between the auditor and the supervisory auditor as to the work
required to meet auditing standards and DCAA objectives. As with any audit, the audit scope must
also consider any specific concerns raised by the contracting officer.

1.  

2. This program does not replace individual auditor judgment and may be supplemented to satisfy
the needs of a particular assignment.

2.  

3.  
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C. References: (Review as necessary prior to starting the audit)
1. Course No. 1142, Progress Payments1.  

2. "The Progress Payment clause in the contract. (See FAR 52.232-16, DoD Supplement
252.232-7003 through -7007)

2.  

3. FAR 32.5 and DoD Far Supplement 232.53.  

4. Price Revision Clauses, FAR 52.216-5, 216-6, 216-16 or 216-17.4.  

5. CAM 14-200 "Review of Progress Payments Based on Cost"5.  

6. CAM 14-300 "Contractor Financial Capability Audits and Reporting"6.  

7. CAM 6-1005 "Determination of Allowable Costs"7.  

4.  

D. Audit Planning Considerations
1. The objective of progress payments is to provide the contractor with interim financing for a
percentage (stated in contract) of allowable costs incurred for undelivered and uninvoiced items. The
amount of financing is also subject to other limitations specified in the progress payment contract
clause. As contract items are delivered and accepted, progress payment amounts are reduced
(liquidated) against payments due for completed items using the liquidation method stated in the
contract.

1.  

2. The inherent risks to the government of interim financing are (i) the time value of money if the
contractor receives premature payments or is overpaid; and (ii) the loss of goods and services if the
contractor does not deliver or does not meet contractual specifications. Auditors should monitor and
minimize these risks by being alert for high risk situations such as poor financial conditions, low
cash balances, losses on contract work, etc. Considerations for the instant progress payment request
(SF 1443) that could impact the government's risk of premature/overpayment include:

a. Overstating the contract price (Item 5).1.  

b. Overstating total costs incurred to date (Items 9, 10, and 11).2.  

c. Understating the incurred costs to date and estimate to complete (Items 12.a and 12.b).3.  

d. Overstating subcontractor claims (Item 14.e).4.  

e. Understating the costs attributable to items delivered and invoiced.5.  

f. Using an inappropriate progress payment rate.6.  

g. Using an inappropriate liquidation rate.7.  

h. Misapplying the loss ratio factor for subcontracts.8.  

2.  

3. The audit steps in this program are intended as general guidance and should be modified as
considered necessary to fit the current audit. Those steps not required should be lined out prior to
supervisory approval of the finished program. Portions of the audit which are covered in other
assignments (e.g., audits of billing systems, Earned Value Management System Criteria) should be
referenced at the appropriate place in this program.

3.  

5.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Preliminary Audit Steps
1. Review the Internal Control Audit Planning
Summary forms (for major contractors),
permanent files, and/or current audit assignments

1.  

1.  
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to assure that identified risk areas and findings
from earlier audits are considered in the scope of
this review. (Note: At some smaller contractors,
such information may not be separately
maintained in a permanent file, but rather may be
contained in individual current audit assignments.)

2. Review the contract for terms and conditions
affecting progress payment requests and cost or
performance reporting requirements.

a. Determine the contract price based on the
most current modification. Determine if
portions of the contract are being
reimbursed/financed by means other than
progress payments. (See CAM 14-205a)

1.  

b. Determine the contractual progress
payment and liquidation rates.
(FAR 52.232-16)

2.  

c. If a flexible progress payment rate is
authorized by the contract, determine if the
rate in the SF 1443 was audited within the
last 2 years. If not, audit the rate under a
separate workpackage using SAP
APPAYFLX or a locally developed audit
program (see CAM 9-1400).

3.  

d. For contracts requiring first article
approval before performance continuation,
ensure that the progress payment request
does not exceed the amount authorized by
FAR clause 52.209-3g or alternate II, if
applicable.

4.  

2.  

3. Review the contractor's progress payment
request and determine whether:

a. The SF 1443 is mathematically correct.
Also, test the logical relationships inherent
to the form, for example:

(1) Total Costs Eligible for Progress
Payments (Item 11) should not
exceed Total Costs Incurred To
Date (Item 12.a). If so determine
why.

1.  

(2) Total Dollar Amount (Item 15)
cannot exceed Item 16.

2.  

(3) Payment Requested (Item 26)
cannot exceed the Cost Limitations
(Item 20.e) or Price Limitation
(Item 21.e).

3.  

1.  

3.  
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(4) The sum of Item 21.a and 21.b must
agree with the Contract Price on
Item 5.

4.  

If significant errors are found in the request,
coordinate with the contracting officer and return
the SF 1443 to the contractor and suspend
further audit effort.

b. The contract price agrees with the contract
as amended (see CAM 14-202.3 and
14-205). Contract price should be adjusted
for portions of the contract being
reimbursed/financed by means other than
progress payments.

1.  

c. The progress payment and liquidation rates
are in agreement with the progress
payment clause in the contract.

2.  

d. The contract is in a loss position, i.e.
Item 12.a plus 12.b exceed the contract
price. If so, include application of the loss
ratio factor (see step G.3f below) in the
audit scope.

3.  

e. The SF 1443 includes significant progress
payments to subcontractors (Items 14.a
through 14.e). If so, at the entrance
conference, determine the prime
contractor's procedures for reviewing
subcontractor progress payment requests
including application of the loss ratio
factor (see step G.3f below). If the
required analyses are not performed or are
considered inadequate, consider if assist
audits should be requested (see
CAM 14-205.g).

4.  

4.  

4. Coordinate the audit with government contract
administration and program officials:

a. Discuss the results of Preliminary Audit
Steps and identify any areas of concern that
can be addressed during the audit.

1.  

b. Coordinate government technical assistance
in evaluating incurred cost and a technical
evaluation of estimate to complete and
estimate at completion (ETC/EAC), if
appropriate (see CAM 14-205.e, D-100
and D-200).

2.  

c. Make arrangements to obtain data on prior
technical evaluations, delivery schedules,
cost analyses, or other management reports

3.  

5.  
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when available, for example, CPRs,
milestone charts, PERT charts or similar
systems which assess contractor
performance on the contract.

d. Determine if the government evaluations
of the ETC/EAC considered any cost or
schedule problems identified in CPRs,
PERT charts, financial statements, tax
reports, or similar data. If prior
evaluations present a range of EACs,
determine which is most likely.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Entrance Conference
1. Preview the Field Work section of the audit
program to determine what information and
documents will be needed, in addition to those
already identified during the Preliminary Audit
Steps, to complete the audit.

1.  

2. Hold an entrance conference to obtain the
information from F.1. above and, as necessary,
to coordinate with appropriate government
administration and contractor officials.
(see 4-302).

2.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Field Work
1. Determine if the progress payment request is
based on currently posted accounting records --
subsidiary and general ledgers. If not, advise
the contracting officer in writing that progress
payment requests should not be approved until
the contractor's accounting records become
current. Immediately issue a separate flash audit
report on this deficiency (see CAM 5-105d).
Coordinate with the ACO to determine if other
audit services are needed when the accounting
records become current.

1.  

2. Review the contractor's claimed costs eligible
for progress payments (SF 1443, Items 9 and
10) and trace the costs through the contractor's
billing system (both manual and automated

2.  

1.  
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portions) to the contractor's accounting books
and records. The auditor's verification of the
contractor's reconciliations of the billing system
data to the accounting books and records should
satisfy this objective. Ensure that the costs have
been incurred or paid, depending on whether the
contractor is a small or large business. Indirect
costs allocable to ineligible direct costs such as
unpaid direct material costs are also ineligible
until the direct costs become eligible (see
CAM 14-202.4 and 14-205b and c).

3. Review the contractor's support for the estimate
to complete (ETC) on Item 12.b. Ensure that it
is no more than six months old (see SF 1443
instructions for Item 12b). The scope of
reviewing the ETC should depend on the
auditor's knowledge of the contractor, the
results of prior audits, and the nature and age of
the contractor's estimate. (see CAM 14-205e
and 11-304.1). If the contractor's ETC is more
than six months old coordinate with the
contracting officer.

3.  

Note: A thorough evaluation of the ETC is
critical, particularly on high risk contracts
such as those for research and
development effort or when the contractor
has no experience producing the same or
similar products. A technical evaluation
is normally required on such contracts.

a. Evaluate the reasonableness of the
contractor's "bottoms-up" ETC/EAC using
the guidance in CAM 9-300.

(1) Verify that the contractor
consistently uses an acceptable
method (supported by the accounting
system and records) for preparing its
ETC/EAC.

1.  

(2) Verify that the contractor has used
appropriate rates and factors.

2.  

(3) Review the quantitative and
qualitative aspects of the EAC for
reasonableness utilizing government
technical assistance and assist audits
if considered necessary (see
CAM D-300).

3.  

1.  

b. Compare ETC/EAC projections with
recent projections used to prepare financial

2.  
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statements and tax returns. If any
differences are identified, reconcile the
differences to the ETC/EAC projection
(see CAM 14-305.2).

c. Review any Cost Performance
Reports (CPRs), Cost/Schedule Status
Reports (C/SSRs) -- (see CAM 11-304),
or similar reports or charts prepared by
the contractor, and identify any cost,
technical, or schedule problems which
could affect the estimate at completion
(EAC). Determine if the EAC considers
these problems.

3.  

d. When CPRs or C/SSRs are available,
determine if the EAC appears reasonable
when compared to projections using the
contractor's recent Cost Performance
Indices (CPI)s. Consider using the
procedures discussed below:

4.  

Note: Do not duplicate analyses available from
the CAO or Program Office.

(1) Graphically plot the cumulative to
date Budgeted Cost of Work
Scheduled (BCWS), Budgeted Cost
of Work Performed (BCWP), and
Actual Cost of Work Performed
(ACWP), on a monthly basis.
Identify unusual fluctuations
(positive and negative) and trace to
the cost account level to identify
the underlying reasons.

1.  

(2) Project the EAC using the
contractor's recent Cost Performance
Indices (CPI)s.

2.  

Note: The CPI is an efficiency ratio computed
from the data available on CPRs or
C/SSRs.

CPI = BCWP
ACWP

One method for forecasting EAC
considers the contractor's cumulative
ACWP; the Budgeted Cost of Work
Remaining (BCWR) which is Budget
at Completion minus BCWP; and
CPI3 which is the sum of BCWPs for
the last three months divided by the

1.  
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sum of the ACWPs for the last three
months.

EAC = ACWPc + BCWR

CPI3

(3) Coordinate with the CAO to discuss
significant differences between the
EAC projected using the CPI and the
contractor's "bottoms-up" ETC/EAC
with the contractor. Differences may
indicate serious problems in the
contractor's estimates and/or system
and must be thoroughly investigated.

1.  

(4) If significant differences are not
explained to the satisfaction of the
auditor, request a technical evaluation
on the items in question.

2.  

e. Compare the EAC (the sum of Items 12a
and 12b) with the contract price (Item 5)
and note any variance from the negotiated
profit rate. Assess the need to determine
an alternate liquidation rate (see
FAR 32.503-9(b) and 32.503-10)

1.  

4. A loss at completion is indicated when the EAC
exceeds the contract price. FAR 32.503-6(g)
requires that if the estimated costs are likely to
exceed the contract price, the contracting officer
(or the auditor as the contracting officer's
representative) shall calculate a loss ratio factor
and the contracting officer will ensure that future
progress payments exclude the element of loss.
Follow the calculation procedures below to
determine the required adjustment. (See
CAM 14-205g)

1.  

Section I
Item 5: Contract Price (see CAM 14-205a) $ ______________

Section II
Item 12a: Total Costs Incurred to Date $ ______________
Item 12b: Estimated Additional Cost to Complete (ETC) + ______________
Total Estimated Cost at Completion (EAC) = $ ______________
Loss Ratio Factor Calculation:
Contract Price (a) $ _____________
Total Estimated Cost at Completion (b) $ _____________
Loss Ratio Factor (a divided by b) = ____________%
Item 11: Total Costs Eligible for Progress Payment $ _____________
Loss Ratio Factor x ____________%

Adjusted Item 11: Recognized Costs Eligible for
Progress Payment = $ _____________
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Item 6a: Progress Payment Rate = ____________%
Adjusted Item 13: Alternate Amount to be Used $ _____________

Section III
Adjusted Item 20a: Factored Cost of Items Delivered.
(Same as Item 21a) $ ______________

Adjusted Item 20b: Recognized Costs Applicable to Undelivered
Items
(Adjusted Item 11 less Adjusted Item 20a)

$ ______________

5. Verify the amounts claimed for subcontractor
progress payments (Items 14.a through 14.b) to
the prime (higher-tier) contractor's accounting
books and records. Determine if the prime
(higher-tier) contractor's procedures for
analyzing subcontractor progress payment
requests and for liquidating progress payments
on subcontractor deliveries protect the
governments interest (see CAM 14-205.g).

1.  

6. Verify the price of delivered/invoiced items
(Item 21a) to the contractor's DD Form 250
(DFARS 246.6), "Material Inspection and
Receiving Report." and determine if the
contractor reduces billed amounts on delivery
invoices for previously received progress
payments (Item 23). In case of multiple
deliveries, the contractor should have records/
schedules which the auditor should test verify
to actual DD 250s. See step G.9 below.

2.  

7. When the cost of items delivered is based on
projected unit costs (see SF 1443 instructions
for Item 20a), compare it to the contract price
of these items (Item 21a). This result should
be consistent with the profit rate determined
under step G.3e above.

3.  

8. For FPI and incrementally funded contracts
containing a limitation on payment clause
(CAM 11-100), OR those subject to other DoD
reporting requirements such as CPR (see 11-300),
reconcile the amounts on Items 12a, 12b, 20a
and 21a with the amounts on the "limitation on
payments statement" and/or other required
reports. For reports with the same accounting
cutoff date as the SF 1443, the amounts should
be the same.

4.  

Note: The risk is that the contractor may use
lower amounts for the ETC in preparation
of the progress payment requests to avoid
limitations and higher amounts on the
quarterly statement to avoid refunds to the
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government.

9. Trace Item 23 (Total Amount Applied and to be
Applied to Reduce Progress Payment) to
contractor's accounting records (contra accounts
or schedules). This amount should represent the
amount of previous progress payments applied
to reduce (recovered from) the contract price of
contract items delivered and invoiced. Determine
if the contractor compares amounts billed to
receipts for each invoice and coordinates with
the paying office if amounts differ, especially if
receipts exceed billings. (See CAM 14-205i)

1.  

10. Review the contractor's financial condition and
determine if it is sufficient to ensure future
contract performance.

a. Determine if a financial capability risk
assessment and/or financial capability audit
has been performed during the contractor's
current fiscal year. See CAM 14-303 and
14-305. A current risk assessment and/or
audit should be documented in the
permanent files and used to determine
whether the contractor's financial condition
is sufficient to ensure future contract
performance.

1.  

b. If a risk assessment or financial audit has
not been performed during the contractor's
current fiscal year, the auditor should
perform a risk assessment and determine
if the contractor's financial condition is
sufficient to ensure future contract
performance. See CAM 14-304. If the
auditor perceives a need to perform a
financial capability audit, coordinate with
the supervisory auditor to determine what
procedures should be performed in
connection with this audit. See
CAM 14-300 for guidance. If the risk
assessment or audit can not be completed
prior to issuance of the progress payment
audit report, the progress payment report
should be qualified accordingly.

2.  

c. When the sufficiency of a contractor's
financial condition to perform the contract
is based solely on a risk assessment, the
auditor should inform the requestor of the
audit that a risk assessment has been
performed. However, because a risk

3.  

2.  
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assessment is not an audit, we will not
offer an opinion on the contractor's
financial condition in the progress payment
audit report. We may state "Had we
performed additional procedures, other
matters might have come to our attention
that would have been reported to you."
(This statement is not considered negative
assurance). If requested, provide to the
requestor a separate schedule showing
contractor key financial data and ratios.

11. Ensure that progress payment requests on costs
related to undefinitized contract actions are
separately identified and are limited to 80% of
eligible costs as determined by the contract terms
(see FAR 32.102(e)(2)). In addition, for DoD
contracts, the contractor should not bill more
than 50% of the not-to-exceed price until the
contractor submits a qualifying proposal to
definitize the action. Refer to
DFARS 217.7503(b)(4). After 12/31/91, these
limitations are covered by DFARS 217.7404-4
(1991 edition). See CAM 14-202.3.e for
guidance.

3.  

12. Perform the "Fair Value" test. If the
unliquidated progress payments exceed the
fair value of the work accomplished on the
undelivered portion of the contract,
FAR 52.232-16(c)(5) provides for the
Contracting Officer to reduce or suspend
payments or adjust the liquidation rate.

a. Calculate the fair value of undelivered
work on the contract as the lesser of:

(1) Contract Price of Undelivered Work
(SF 1443, Item 21b) minus Estimated
Costs to Complete (Item 12b)

1.  

Or2.  

(2) Incurred Costs Applicable to the
Undelivered Items (Item 20b) plus
Eligible Subcontractor Progress
Payments (Item 20d).

3.  

1.  

4.  

Note: This calculation assumes that unliquidated
subcontractor progress payments have Not
been included in Item 11 (Total Costs
Eligible for Progress Payments) but Have
been included in Item 12a (Total Costs
Incurred to Date).
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b. Take the smaller of the two fair value
calculations (1 or 2 above) and compare
it with the sum of Item 24 (Unliquidated
Progress Payments) plus Item 26 (Amount
of Current Invoice for Progress Payment).

1.  

c. If the result is a fair value test failure,
determine the cause of the failure. The two
most common causes of a fair value test
failure are a loss on a contract (see step
G.3f above) or a liquidation rate problem.
Coordinate with the contracting officer to
determine the need to apply the
appropriate loss ratio or to adjust the
liquidation rate.

2.  

13. Test the contractor's billing system internal
controls for reconciling amounts received on
billings for this contract. If the test finds that
the contractor has received overpayments,
further test the contractor's controls for
notifying the contracting officer and the paying
office.

1.  

14. Add any additional audit steps considered
necessary under the circumstances
(see CAM 14-205).

2.  

H. Concluding Audit Steps
1. Discuss audit findings with supervisor and hold
an exit conference (follow the guidance in
CAM 4-304.4).

1.  

2. Complete indexing and cross-reference
workpapers.

2.  

3. Prepare Audit Report (CAM 14-206 and
10-1200).

a. When an assist audit and/or a technical
evaluation is necessary, and is not obtained,
the Circumstances Affecting the Audit
paragraph should be used to qualify the
results of audit for the nonreceipt of such
reports (CAM 10-1204.2).

1.  

b. If the contractor's accounting system is
considered inadequate for the
administration of progress payments,
describe the findings and fully explain why
the conditions need to be corrected by the
contractor. The report should include
specific recommendations to the ACO as
to whether the progress payment(s), in
whole or in part, should be paid to the

2.  

3.  

1.  
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contractor under the circumstances.

4. When a progress payment has already been paid
and the audit identifies overpayments or
premature progress payments, the auditor should
consider the applicable interest. If interest is
significant, or if the nature of overpayment/
premature payment is considered systemic, the
auditor should coordinate with the contracting
officer to request a voluntary refund from the
contractor for the interest. See CAM 14-207.

4.  

5. Significant procedural or control deficiencies, or
CAS/FAR noncompliances should be cited in
this report and also reported separately using the
procedures in CAM 10-400 or 10-800. If
significant billing system deficiencies are noted,
issue a flash report and revise the ICAPS risk
assessment.

5.  

6. If the auditor has encountered information that
constitutes evidence or raises suspicion that
fraud or other illegal acts have occurred, refer
such suspicion by completing a DCAA
Form 2000 (see CAM 4-702.4 & 5).

6.  

Next Section

Open this portion of the document in Word (38 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/039/0048Z039DOC.HTM (13 of 13) [11/19/1999 3:32:15 PM]

http://web.deskbook.osd.mil/data/0048Z039DOC.DOC
http://web.deskbook.osd.mil/data/0048Z039DOC.DOC


Open this portion of the document in Word (24.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APPAYFLX

Audit Program for Flexible Progress Payment Proposals

Version 2.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Flexible Progress Payment Proposals

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose:1.  

This program is intended to provide a logical sequence to the audit effort and to reflect a mutual
understanding between the auditor and the supervisor as to the scope required to meet auditing standards
and DCAA objectives for the current assignment. The audit steps in the program are intended as general
guidance and should be modified as considered necessary to fit the current audit. Those steps not required
should be marked "not applicable" (N/A). Portions of the audit which are covered in other assignments
(e.g., accounting system, billing system, Earned Value Management System Criteria) should be referenced
at the appropriate place in this program.

2.  

The purpose of the audit is to determine if the proposed flexible progress payment rate (or a previously
established rate) is appropriate for use in providing contract financing on the contract. Critical factors in
making this determination include:

1. Determination of the appropriate DoD Cash Flow Computer Model to be used.1.  

2. Determination of the length of the "Progress Payment Lag" between the contractor's cost
statement date and receipt of the progress payment.

2.  

3. Determination of the "Delivery Payment Lag" days between the delivery date and the receipt of
the actual delivery payment.

3.  

3.  
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4. Determination of the number of "Float days" between the cost statement date and the time the cost
is actually paid -- bank float days included.

4.  

5. Other factors such as percent of cost paid, contract delivery schedule, distribution of expected
costs, and length of contract.

5.  

B. Scope:4.  

The scope of the flexible progress payment rate audit will depend on (1) the materiality of the contract and
(2) the reliance that can be placed on the contractor's estimating system, accounting system, internal
controls, and billing procedures. If the results of prior audits and the preliminary audit steps indicate low
audit risk, audit scope should be reduced accordingly. This decision must reflect a mutual understanding
between the auditor and supervisor as to the scope required to meet auditing standards and DCAA
objectives for the current assignment. This program does not replace individual auditor judgment and may
be supplemented to satisfy the needs of a particular assignment.

5.  

C. References: (Should be reviewed prior to starting the audit)
1. FAR 32.5 and DoD FAR Supplement 232.51.  

2. The Progress Payment clauses in the contract (See FAR 52.232-16 and DoD FAR Supplement
252.232-7004)

2.  

3. DoD "Cash Flow Computer Model Users Guide", Revision 1, dated 1 February 19833.  

4. DoD "Cash Flow Computer Program", CASHP101, dated 26 September 1990. See the following
MRDs:

4.  

a. MRD 90-OTS-258, dated 26 December 1990
b. MRD 91-OTS-045, dated 13 March 1991
c. MRD 91-OAD-135, dated 16 July 1991

5.  

5. CAM 5-300 "Review of Progress Payments"6.  

6. CAM 9-1400 "Review of Flexible Progress Payment Rates"7.  

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Preliminary Audit Steps:
1. If this audit is to redetermine a previously
established flexible progress payment rate for
this contract, review the working papers of
previous assignments and request updated
cash flow data from the contractor.

1.  

2. Review the contractor's flexible progress
payment rate submission to make sure it is
current and complete. If the contract has
started, ensure that the data file includes
any actual monthly cost statements, progress
payments, and deliveries.

2.  

3. Request a copy of the contractor's data file
on floppy diskette and supporting
documentation for the following factors
(if not included in the contractor's
submission package):

3.  

1.  
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a. Progress Payment Lag days.
b. Delivery Payment Lag days.
c. Float days.
d. Percent of cost paid.

4.  

4. Determine if the above Lag and Float factors
are covered under advance agreements.

5.  

5. Review permanent files and/or other audit
assignments to ensure that the scope of audit
considers findings from earlier audits.
(Note: At some smaller contractors, such
information may not be separately maintained
in a permanent file, but rather may be
contained in individual current audit
assignments.)

6.  

6. Review the solicitation (or contract) for terms
and conditions that affect progress payment
requests.

7.  

7. Contact government contract administration and
program office officials to (1) verify which DoD
Cash Flow Computer Model should be used, and
(2) determine if they are aware of any changes to
delivery schedules, government progress payment
lag times, contract modifications, advance
agreements, or other factors that could affect
the scope of work.

8.  

8. If this audit is to evaluate a redetermination of
a previously established rate, determine if the
contract is eligible for a redetermination as
follows (see CAM 9-1402e):

a. Run the DoD Cash Flow Computer
Program, CASHP101 (see CAM 9-1403e),
with the contractor's data file and a
specified progress payment rate equal to
the current flexible progress payment rate.

1.  

b. Verify that the contractor investment
percentage (CIP) computed by the program
is more than 2 percentage points above or
below the required minimum contractor
investment percentage. If not, terminate
the audit and report to the ACO that
(1) the CIP is within the investment
tolerance provided for in the contract,
and (2) the current flexible progress
payment rate should not be changed.

2.  

9.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Detailed Audit Steps
1. Run the CASHP101 program with the
contractor's data file to verify the contractor's
calculations and ensure that the proper program
was used (CAM 9-1406).

1.  

2. Review the following elements of the analytical
report and data file for accuracy/reasonableness:

a. Contract Price: Represents the sum of all
delivery payments in the data file
(Transaction Codes 4 and 5).

(1) Verify the contract price to the
contractor's price proposal or
contract. For redeterminations on
flexibly priced contracts, ensure
that this amount does not exceed
the ceiling price.

1.  

(2) Verify the dates, amounts, and
liquidation rates of any actual
deliveries (Transaction Code 5).

2.  

(3) Verify the dates and amounts of
planned deliveries (Transaction
Code 4) to the delivery schedule in
the contract. For redeterminations,
determine if there have been any
changes to the delivery schedule
(see step D-7 above); if so, verify
to the latest revision.

3.  

1.  

b. Total Contractor Cost: Represents the
sum of the cost statement amounts in the
data file (Transaction Code 3).

(1) For initial determinations, compare
the cost statement amounts to the
contractor's price proposal. Verify
the amount/distribution of cost by
cost element.

1.  

(2) For redeterminations, compare the
cost statement amounts to actuals
and the latest estimate at
completion (EAC). Verify the
amount/distribution of cost by cost
element.

2.  

(3) For loss contracts, ensure that the3.  

2.  

2.  

1.  
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cost statement amounts exclude the
element of loss through the use of
a loss ratio.

c. Profit Paid to Contractor and the
Computed Profit Percentage: These are
calculated by the program based on 2a.
and 2b. above.

3.  

Note: The planned profit percentage on the
first line of the data file must agree
with the computed profit percentage.

d. Start-up Cost of Contract: Represents
precontract costs. These are properly
allocable and allowable costs that are
incurred prior to definitization of a
contract or the signing of a letter contract.
Ensure that these costs have been
properly authorized and approved by the
government for progress payment
purposes.

1.  

e. Contract Start Date (YYMMDD):
Represents the first day of the accounting
period of the first cost statement. This
will be the first day of the month the
contract is definitized or the letter contract
is signed.

2.  

f. Cost Elements: Verify the number and
propriety of the cost elements used by the
contractor (maximum of 10). These
represent groupings of costs with the same
progress payment eligibility (INCUR,
PAIDC, or SUBCT) and similar float times.

3.  

g. Actual Progress Payments. Verify the
dates, amounts, and progress payment
rates of any actual progress payments
received (Transaction Code 1).

4.  

h. Verify the number of days used to calculate
the alternate liquidation rate (minimum of
365 days). Should be the number of days
between the contract start date and the
actual or estimated date of the current
progress payment request if greater than
365 days.

5.  

3. Make corrections to the contractor's data file
for errors noted in step 2 above and rerun the
CASHP101 program to determine their effect.

1.  

4. Review the contractor's supporting data for the2.  
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proposed Lag, Float, and Percent Cost Paid
factors (see CAM 9-1403e). Continue with
steps 5 -- 8 below if:

a. The Progress Payment Lag days appear
to be overstated.

1.  

b. The Delivery Payment Lag days appear
to be overstated.

2.  

c. The Float days (including bank float)
appear to be understated.

3.  

d. The Percent Cost Paid factor appears
to be overstated.

4.  

5. Estimate the maximum amount each factor could
be adjusted if audit of that factor was expanded.

3.  

6. Run CASHP101 program simulations to
determine the effect possible audit adjustments
(both singular and in combination) have on the
CIP and the proposed progress payment rate.

4.  

Note: For redeterminations, first run the
simulations with a specified progress
payment rate equal to the current flexible
rate to determine if the possible audit
adjustments will change the CIP more
than 2 percentage points above or below
the required minimum contractor
investment percentage. The current
flexible progress payment rate should
not be changed unless this investment
tolerance is exceeded (see CAM 9-1404).

7. Expand the audit of a factor when the
simulations indicate the possible audit
adjustment will change the CIP enough
to change the progress payment rate.

1.  

Note: For redeterminations, expand the audit
of a factor only if the possible audit
adjustment will cause the CIP variation
to exceed the investment tolerance.

8. At any point where it is determined that the CIP
cannot be changed enough to lower the progress
payment rate or, for redetermination, the CIP
cannot be changed enough to exceed the
investment tolerance, the audit should be
curtailed.

1.  

Note: Most audits of small contracts/contractors
with minimal fixed-price work can be
completed as desk/computer reviews.
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9. Test the contractor's billing system internal
controls for reconciling amounts received on
billings for this contract. If the test finds that
the contractor has received overpayments,
further test the contractor's controls for
notifying the contracting officer and the paying
office.

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Concluding Audit Steps
1. Discuss audit findings with supervisor and hold
an exit conference (follow the guidance in
CAM 4-304.2).

1.  

2. Complete indexing and cross-reference
workpapers.

2.  

3. Draft Report (CAM 9-1409 and 10-1200).3.  

4. Significant procedural or control deficiencies, or
CAS/FAR noncompliances should be cited in
this report and also reported separately using
the procedures in CAM 10-400 or 10-800. If
significant billing system deficiencies are noted,
issue a flash report and revise the ICAPS risk
assessment.

4.  

5. If the auditor has encountered information that
constitutes evidence or raises suspicion that
fraud or other illegal acts have occurred, refer
such suspicion by completing a DCAA
Form 2000 (see CAM 4-702.4 and 5).

5.  

1.  

Next Section

Open this portion of the document in Word (24.5 KB)
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Open this portion of the document in Word (43.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APPAYPCT

Audit Program for Progress Payments Based on Percentage or Stage of
Completion

Version 2.2
1 July 1998

Defense Contract Audit Agency
Audit Program for Progress Payments Based on Percentage or Stage of Completion

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose:1.  

This program is intended to provide a logical sequence to the audit effort and to reflect a mutual
understanding between the auditor and the supervisor as to the scope required to meet auditing standards
and DCAA objectives for the current assignment. The audit steps in the program are intended as general
guidance and should be modified as considered necessary to fit the current audit. Those steps not required
should be marked "not applicable" (N/A). Portions of the audit which are covered in other assignments
(e.g., billing systems, Earned Value Management System Criteria, Material Management and Accounting
Systems) should be referenced at the appropriate place in this program.

2.  

The basic authority for progress payments based upon a percentage or stage of completion is included in
FAR 32.101 and 32.102(e)(1) and (2), which state that this type of progress payment may be used as a
payment method under agency procedures. The current FAR provisions require that such agency
procedures must ensure that:

Payments are commensurate with work accomplished, which meets the quality standards established
under the contract; and

1.  

Progress payments may not exceed 80 percent of the eligible costs of work accomplished on
undefinitized contract actions (effective 24 August 1987).

2.  

3.  
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DFARS 232.102(e)(2) limits such progress payments within DoD to contracts for construction,
shipbuilding and ship conversion, alteration or repair. Generally speaking, the requirements of
FAR/DFARS are implemented through department or agency directives or instructions. For example, the
Navy implements these requirements through Secretary of the Navy (SECNAV) Instruction 7810.12B,
Shipbuilding Progress Payments (current version is dated 17 August 1989). Typically, a special contract
clause is negotiated based on that instruction which authorizes progress payments based on a percentage or
stage of completion, subject to several restrictions and limitations specified in the contract clause. The
clauses used for Navy contracts have usually included provisions which specifically address the criteria for
(a) computation of payments, (b) establishing billing price, (c) allocating total contract price of each vessel,
(d) invoices, (e) physical progress and weighting factors, (f) incurred costs, (g) retentions, and (h)
certifications and audits. This contract clause is normally supplemented by Memorandums of Agreement
(MOAs) relating to billing price revisions, the contractor's progressing system, and physical progress and
weighting factors.

4.  

Contract financing should be administered to aid the acquisition process; however, the contracting officer
needs to avoid any undue risk of monetary loss to the government through financing. Therefore, the
contractor's use of the contract financing provided and the contractor's financial status need to be
monitored. The risk of an overstated request for progress payment is highest when a contractor is
experiencing cash flow or performance problems. Consequently, the auditor should be alert for high risk
situations such as poor financial conditions, low cash balances, losses on contract work, etc. The purpose
of the audit is to evaluate the propriety of the progress payment request and to determine whether undue
financial risk to the government will result if the request is granted. Critical factors in making this
determination include:

1. The contractor's compliance with the contract clause, memorandums of agreement, and
progressing system as approved by the contracting officer.

1.  

2. The reasonableness of the contractor's estimates to complete. Understatement of the estimates at
completion could result in overpayment and excessive financing costs.

2.  

3. The reliability of the contractor's accounting systems. To the extent that payments may be limited
to a percentage of incurred costs and the physical completion percentage is computed based on labor
hours and costs incurred, auditors must consider the reliability of the accounting systems that record
and report such actual data when planning the scope of the review. Furthermore, costs related to
undefinitized contract actions must be separately identified since FAR 32.102(e)(2) limits progress
payments on these costs.

3.  

4. The proper liquidation of progress payments. Upon preliminary acceptance of a vessel, progress
payments should be liquidated to the extent paid under the contract for that vessel.

4.  

5. The adequacy of the contractor's financial condition to continue contract performance.5.  

5.  

B. Scope:6.  

The scope of progress payment reviews will depend on how much reliance can be placed on the
contractor's accounting system, internal controls, cost representations, billing procedures, and financial
condition. If the results of prior audits and the preliminary audit steps indicate low audit risk, a limited
review of the progress payment should be made. This decision must reflect a mutual understanding
between the auditor and supervisor as to the scope required to meet auditing standards and DCAA
objectives for the current assignment. This program does not replace individual auditor judgment and may
be supplemented to satisfy the needs of a particular assignment.

7.  

C. References: (Should be reviewed prior to starting the audit)8.  

1. The Progress Payment clause in the contract
2. FAR 32.102(e) and DoD FAR Supplement 232.102

9.  
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3. Price Revision Clause in the contract
4. CAM 14-300 "Contractor Financial Capability Audits and Reporting"
5. CAM 5-300 "Review of Progress Payments"

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Preliminary Audit Steps
1. Obtain the request for audit, the contractor's
progress payment request, and the supervisory
auditor's risk assessment and preaudit
instructions. Review and consider in
establishing the scope of audit to ensure
appropriate coverage of specific areas of
concern.

1.  

2. Review permanent files and/or current audit
assignments to ensure that related findings from
earlier audits are considered in the scope of
follow-up reviews. (Note: Such information
may not be separately maintained in a permanent
file, but rather may be contained in individual
current audit assignments.)

2.  

3. Review the contract/contract brief and
referenced Memorandums of Agreement (MOAs)
for terms and conditions affecting progress
payment requests and cost or performance
reporting requirements.

3.  

4. Review the contractor's progressing system
description. Most contract payment clauses
require the contractor to submit a description
of its "progressing system" for review and
approval by the contracting officer. The
system should provide:

a. Documentation supporting the physical
percentage of completion computation
for the specific contract.

1.  

b. Traceability of allocable costs from the
progress payment billings and physical
completion computation to the cost
accounting system.

2.  

4.  

5. Obtain and review the contractor's most recent
detailed (bottoms-up) estimate at completion
(EAC). Ensure that it is no older than the
required revision frequency specified in the
progress payment clause (normally quarterly).

5.  

6. Review any Cost Performance Reports (CPRs),6.  

1.  
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Cost/Schedule Status Reports (C/SSRs) --
(see CAM 11-304), or similar reports or charts
prepared by the contractor, and identify any cost,
technical, or schedule problems which could
affect the EAC.

7. Contact government contract administration and
program office officials to (1) identify any cost,
technical, or schedule problems and (2) determine
what these officials have done to evaluate the
EAC. Assess the adequacy of any evaluations
performed as follows (see CAM D-301):

a. Review the latest copies of any technical
evaluations, cost analyses, or other
program management reports pertaining
to evaluation of costs or schedule. This
includes any progress/milestone charts or
similar systems which assess contractor
progress.

1.  

b. Determine if the government evaluations
of the EAC considered any cost or
schedule problems (identified in CPRs,
progress/milestone charts, or similar data).

2.  

c. When these evaluations present a range of
EACs, inquire as to which is most likely.

3.  

7.  

8. Request a government technical evaluation of
the progress payment request if appropriate
(see CAM 11-104.3, D-100 and D-200).

8.  

9. Determine if the progress payment request
includes significant costs or estimates applicable
to subcontractors or partners under teaming
arrangements. If so, determine what actions the
contractor has taken to ensure that progress
payments to its subcontractors or partners
conform to the progress payment provisions of
the contract. If the required analyses are not
performed or are considered inadequate and
these costs cannot be evaluated by other
techniques (other current or historical data),
an assist audit should be coordinated/requested
(see CAM 5-306).

9.  

10. Arrange and conduct an entrance conference
with the contractor's designated representative.

10.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Detailed Audit Steps1.  
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1. Review the contractor's progress payment
request to:

a. Determine whether the progress payment,
retention, holdback, etc., rates are in
agreement with the payment clause.

1.  

b. Check the accuracy of the contractor's
progress payment request calculations.

2.  

c. Verify that billed costs do not exceed the
target or ceiling cost stated in the contract.

3.  

d. Verify that the payment requested by the
contractor based on the percentage of
physical progress does not exceed the
amount billable based on the incurred cost
limitations specified in the contract clause.

4.  

1.  

2. Percentage of Physical Progress. The contract
payment clause provides for the computation of
progress payments and retention amounts based
on specific criteria for physical progress. In
determining the reasonableness of that physical
progress percentage, review the following:

a. Billing Price -- The contract billing price
should equal the total revised contract
price or the sum of the projected final
cost and projected profit. Most contract
clauses require that any proposed
contractor revision to the billing price
must be separately set forth in a
supplemental agreement to the contract,
and include the computations upon
which the revision to the billing price is
based.

1.  

b. Allocated Total Contract Price of Each
Vessel -- Determine if the computed price
is based on appropriate factors. In no
event should the allocated total contract
price of all vessels exceed the total contract
price. The allocated amount is determined
by multiplying the total contract price by a
percent fraction (representing the quotient
from dividing the original unit target price
of the vessel by the original total target
price).

2.  

c. Weighting Factors -- These factors are
used to measure physical completion by
categories of labor and material cost.
These factors are revised quarterly or
when factual data indicates they are no

3.  

2.  
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longer representative of the actual labor
and material distribution. Revisions must
be supported by detailed de-escalated
EACs for direct labor, direct material,
and indirect costs with additional data
concerning the cause of the changes.

(1) Determine if a MOA exists between
the government and the contractor
for the weighting factors used to
prepare the progress payment.

1.  

(2) Verify that the contractor used the
weighting factors contained in the
most current valid agreement.

2.  

(3) Review the basis of the agreed to
weighting factors and determine if
they are reflective of actual labor
and material distribution. If the
MOA appears to contravene the
requirements of either the contract
clause or the applicable service
instruction, the auditor should
pursue the issues in accordance
with CAM 5-307(d).

3.  

(4) Reconcile the supporting
documentation for the cost element
weights to the contractor's latest
CPR, C/SSR, or other similar
internally generated management
reports.

4.  

3. Evaluate the reasonableness of the contractor's
EACs used in calculating billing prices and
weighting factors. The scope of review should
depend on the auditor's knowledge of the
contractor and the results of prior audits and
risk assessment.

a. When CPRs or C/SSRs are available,
determine if the EAC appears reasonable
when compared to projections using
trend analysis techniques:

1.  

3.  

Note: Do not duplicate analyses available from
the Contract Administration Office (CAO)
or Program Office.

(1) Compare the cumulative to date
Budgeted Cost of Work Scheduled
(BCWS), Budgeted Cost of Work
Performed (BCWP), and Actual
Cost of Work Performed (ACWP),

1.  
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on a monthly basis. Depending
upon the stage of contract
completion, this comparison may be
best shown by use of a graph.
Compare to identify unusual
fluctuations (positive and negative)
and trace to the cost account level
to identify the underlying reasons.

(2) Project the EAC using Cost
Performance Indices (CPI)s and
Schedule Performance Indices (SPI)s
as explained in Appendix A.

2.  

(3) Significant differences between the
EACs projected using the CPI and
SPI and the contractor's "bottoms-up"
EAC may indicate serious problems
in the contractor's estimates and/or
system and must be thoroughly
investigated.

3.  

(4) Discuss significant differences with
the contractor, the CAO, and the
Program Office, and request an
explanation for the difference.

4.  

(5) If not explained to the satisfaction
of the auditor, request a technical
evaluation on the items in question.

5.  

b. Evaluate the reasonableness of the
contractor's "bottoms-up" EAC using the
guidance in CAM 9-300.

(1) Verify that the contractor has been
consistent in its EAC preparation.

1.  

(2) Verify that the contractor has used
appropriate rates and factors.

2.  

(3) Review the quantitative and
qualitative aspects of the EAC for
reasonableness utilizing government
technical assistance and assist audits
if considered necessary (see
CAM D-300).

3.  

1.  

4. Verify that the billed escalation amounts for
materials and other types of costs included in the
progress payment request are in accordance with
the contract provisions.

1.  

5. Incurred Costs. Contract payment clauses used
by the Navy generally limit payment to a
specified percentage of allowable costs incurred
as of the date the progress payment/invoice is

2.  
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submitted. On each invoice, the contractor must
certify the allowable costs incurred. Such
certification shall provide for cost category
reporting in accordance with the contractor's
normal accounting system and be broken down
into direct material, direct labor, and indirect
costs. In evaluating this incurred cost limitation,
the auditor should:

a. Verify that costs incurred are based on
currently posted job cost subsidiary ledgers
or similar authorization controls.

1.  

b. For purposes of computing this limitation
on progress payments for other than small
business concerns, determine if materials or
services purchased directly for the contract
have been paid, as well as incurred. This
requirement is identical to that included in
contracts that require the customary
progress payment clause (FAR 52.232-16).

2.  

c. If retirement fund contributions are paid
less frequently than quarterly, verify that
pension accruals are excluded from
incurred costs until such costs are paid.

3.  

d. Ensure that progress payment requests on
costs related to undefinitized contract
actions are separately identified and are
limited to 80% of eligible costs as
determined by the contract terms (see
FAR 32.102(e)(2)). In addition, for DoD
contracts, the auditor should be aware that
no more than 50% of the not-to-exceed
price shall be expended by the Government
until the contractor submits a qualifying
proposal to definitize the action. Refer to
DFARS 217.7503(b)(4). After 12/31/91,
these limitations are covered by
DFARS 217.7404-4 (1991 edition).

4.  

6. Verify that progress payments are being properly
liquidated. Upon delivery or preliminary
acceptance of each vessel, progress payments
should be liquidated to the extent paid under the
contract.

3.  

7. Review the contractor's financial condition and
determine if it is sufficient to ensure future
contract performance.

a. Determine if a financial capability risk
assessment and/or financial capability audit

1.  

4.  
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has been performed during the contractor's
current fiscal year. See CAM 14-303 and
14-305. A current risk assessment and/or
audit should be documented in the
permanent files and used to determine
whether the contractor's financial condition
is sufficient to ensure contract performance.

b. If a risk assessment or financial audit has
not been performed during the contractor's
current fiscal year, the auditor should
perform a risk assessment and determine
if the contractor's financial condition is
sufficient to ensure future contract
performance. See CAM 14-304. If the
auditor perceives a need to perform a
financial capability audit, coordinate with
the supervisory auditor to determine what
procedures should be performed in
connection with this audit. See
CAM 14-300 for guidance. If the risk
assessment or audit cannot be completed
prior to issuance of the progress payment
audit report, the progress payment report
should be qualified accordingly.

2.  

c. When the sufficiency of a contractor's
financial condition to perform the contract
is based solely on a risk assessment, the
auditor should inform the requestor of the
audit that a risk assessment has been
performed. However, because a risk
assessment is not an audit, we will not
offer an opinion on the contractor's
financial condition in the progress payment
audit report. We may state "Had we
performed additional procedures, other
matters might have come to our attention
that would have been reported to you."
(This statement is not considered negative
assurance). If requested, provide to the
requestor a separate schedule showing
contractor key financial data and ratios.

3.  

8. Test the contractor's billing system internal
controls for reconciling amounts received on
billings for this contract. If the test finds that
the contractor has received overpayments,
further test the contractor's controls for
notifying the contracting officer and the paying
office.

5.  
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9. Add any additional audit steps considered
necessary under the circumstances.

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Concluding Audit Steps
1. Discuss audit findings with supervisor and hold
an exit conference (follow the guidance in
CAM 4-304.4).

1.  

2. Complete indexing and cross-reference
workpapers.

2.  

3. Draft Report (CAM 5-307 and 10-1200).

a. When an assist audit and/or a technical
evaluation is necessary, and is not obtained,
the Scope of Audit paragraph should be
properly annotated for the qualification.
The qualification should also be made an
integral part of the Summary of Audit
Results paragraph. Both of these
paragraphs should make references to
the Circumstances Affecting the Audit
paragraph, where the details regarding
the qualifications for the nonreceipt of
the reports should be shown.

1.  

b. If the contractor's accounting system is
considered inadequate for the
administration of progress payments,
describe the findings and fully explain
why the conditions need to be corrected
by the contractor. The report should
include specific recommendations to the
ACO as to whether the progress
payment(s), in whole or in part, should
be paid to the contractor under the
circumstances.

2.  

3.  

4. Significant procedural or control deficiencies,
or CAS/FAR noncompliances should be cited
in this report and also reported separately
using the procedures in CAM 10-400 or 10-800.
If significant billing system deficiencies are
noted, issue a flash report and revise the ICAPS
risk assessment.

4.  

5. If the auditor has encountered information that
constitutes evidence or raises suspicion that
fraud or other illegal acts have occurred, refer
such suspicion by completing a DCAA

5.  

1.  
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Form 2000 (see CAM 4-702.4 and 5).

Appendix 1

Defense Contract Audit Agency
Trend Analysis of Estimate at Completion (EAC) Using Performance Indexes

Version 2.2
1 July 1998

The Earned Value Management Systems Criteria (EVMSC) require the contractor to plan work into detailed
work packages. Based on the starting and stopping dates of each work package and on the budgets assigned, a
budget is developed for each month of the contract. At the close of each reporting period, the contractor reports
the dollar amount of work budgeted during each reporting period and the cumulative work budgeted to date (only
cumulative values appear on the Cost/Schedule Status Report (C/SSR)). This is the budgeted cost of work
scheduled (BCWS) to be completed.

In addition to the BCWS, the criteria require the contractor to provide a report of the budgeted dollar value of
work completed during each reporting period and the cumulative total (only cumulative values appear on the
C/SSR). This is the budgeted cost of work performed (BCWP). Regardless of the actual cost to perform the work,
the BCWP includes only the budgeted cost for each element of work that the contractor has completed. The
difference between the BCWP and BCWS is the dollar value of work the contractor is ahead of or behind
schedule.

The criteria also require the contractor to accumulate the costs for effort performed on the contract during each
reporting period and the cumulative total (only cumulative values appear on the C/SSR). This is the actual cost of
work performed (ACWP). The difference between the BCWP and ACWP is the cost variance.

Performance Indexes

A Cost Performance Index (CPI) and a Schedule Performance Index (SPI) may be computed from the data
available on Cost Performance Reports (CPRs) or C/SSRs.

The CPI is an efficiency ratio; output in terms of earned value, divided by input in terms of actual cost incurred.

CPI = BCWP
ACWP

As with efficiency ratios in physics or mechanics, 1.00 is "par." Anything above this indicates better progress for
the money than expected. Anything below 1.00 indicates less progress for the money than expected.

The CPI can be figured on both current and cumulative data. For example,

CPIcum = $731,000 = .50

$1,457,000

Means we have gotten 50 cents' value for each dollar spent; or, expressed in another way, we're spending $2 for
each dollar's worth of progress.

The CPI can be applied at any WBS level, or functional level, for which data is available.

The cumulative CPI is a particularly important indicator of health. But the current CPI tends to grow in
significance as the project approaches the completion date. The CPI is concise, and it quantifies the status of
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reported elements. It puts comparative cost variances in perspective and is highly useful in plotting trends and in
forecasting. However, the CPI assumes an understanding of the factors involved, and it ignores whether items are
of large or small dollar magnitude. For example, regarding dollar magnitudes, a large dollar item may show a
CPI of .83.

$20 million (BCWP) = .83
$24 million (ACWP)

But a relatively small item may also have a CPI of .83.

$100,000 (BCWP) = .83
$120,000 (ACWP)

The point is, the same CPI could have resulted even though there is a large difference in dollar impact between
the two examples. Thus, the auditor must consider both the absolute costs differences and the performance
indices.

The SPI formula is work performed divided by work scheduled. The SPI may be useful as an overall progress
indicator.

SPI = BCWP
BCWS

Here again 1.00 is "par," with indices above this meaning more work was performed than scheduled, and indices
below 1.00 indicating the opposite. SPIs can be computed on cumulative and current CPR data.

The SPI isn't nearly as reliable or as valuable an indicator as the CPI, because it reflects an average of WBS
items' schedule status and ignores whether items may be on the critical path. Items small in dollar value but
having a key impact on schedules may be "laundered" during the summarization process. The SPI may be useful
as a supplement to time-based schedule status information, since early in a program it often precedes indicators
of cost problems.

The SPI supplements, but does not replace, a contractor's regular scheduling technique whether his technique is
bar charting, network scheduling, line of balance, or the like.

EAC Projection Methods

EACs may be projected using trend analysis techniques. One of the best and most recent studies on EAC
projection methods was developed for the Naval Weapons Engineering Support Activity. This study showed that
CPI based methods produced superior results than regression based methods. The reason is that with CPIs, the
known data increases with time and the Budgeted Cost of Work Remaining (BCWR) declines.

While no single method is considered best in forecasting an EAC, it was found that certain methods perform
better than others depending on whether a contract is in its early, middle, or late stage of completion.

According to the Report, the following CPI-based methods perform best during the indicated periods of contract
performance:

Early or Middle Stage of Completion

EAC = BAC
CPIc

EAC = ACWPc + BCWR
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CPIc X SPIc

EAC = ACWPc + BCWR

CPI3

Late Stage of Completion

EAC = ACWPc + BCWR

CPI3

EAC = ACWPc + BCWR

CPI12

EAC = ACWPc + BCWR

CPI6

In these formulas:

ACWP = Actual Cost of Work Performed.1.  

BCWP = Budgeted Cost of Work Performed.2.  

BAC = Budget at Completion.3.  

BCWR = Budgeted Cost of Work Remaining (equal to BAC minus BCWP).4.  

Subscript c signifies cumulative.5.  

Subscript numbers (3, 6, 12) refer to months. For example, CPI6 represents the average of the current
period CPIs for the last 6 months.

6.  

CPI represents a CPI based on a sum of BCWPs divided by a sum of ACWPs. For example, CPI3
represents the sum of the current period BCWPs for the last three months divided by the sum of the current
period ACWPs for the last three months.

7.  

A complete review of the material covered in this appendix can be obtained through DCAI Course No. 1225 --
Review and Evaluation of Contractor Cost Performance Reporting Systems.

Next Section

Open this portion of the document in Word (43.5 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APPOST

Audit Program for Postaward Audits

Version 3.4
1 October 1998

Defense Contract Audit Agency Audit Program for Postaward Audits
Contractor's Name: __________________________
Assignment Number: _________________________
Field Audit Office: __________________________

1.  

Date Assigned: ____________________ ___________________________

Auditor Assigned: __________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

Contents:

A. Purpose and Scope
B. References
C. Preliminary Audit Steps
D. Risk assessment
E. Analytical Procedures
F. Probe Transaction Testing
G. Detailed Audit Steps
G.1 Material
G.2 Subcontracts
G.3 Direct Labor
G.4 Indirect Expenses
G.5 Other Direct Costs
G.6 Offsets
H. Additional Detailed Audit Steps
I. Concluding Steps

Attachments1.  
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1. Contract Brief
2. Announcement of/Request for Data Applicable to Postaward Audit
3. Chronology of Significant Events
4. Informing Contractor of Audit and Need for Access to Pricing and Performance Records

Note: This program is intended to provide a logical sequence to the audit effort and to reflect a mutual
understanding between the auditor and supervisor as to the scope required to meet auditing standards and
DCAA objectives for the current assignment. This program does not replace individual auditor judgment. The
audit steps in the program are intended to be general guidance and should be expanded or eliminated as
necessary to fit the current audit (CAM 3-103). Those steps not required should be marked "not applicable"
(N/A).

A. Purpose and Scope
1. The purpose of postaward audits of selected contract actions is to:

a. Determine whether individual covered contracts are substantially in compliance with 10
U.S.C.2306a (known as the "Truth in Negotiations Act") or 41 U.S.C.254(d) (similar
provisions applicable for executive agencies other than DoD, NASA, and the U.S. Coast
Guard). See CAM Section 14-103.1 to determine the appropriate U.S.C.citation.

1.  

b. Recommend contract price adjustments to cognizant contracting officers if contracts are not
in compliance with the Act. To determine noncompliance, the audit must establish that:

(1) The information in question fits the definition of cost or pricing data.1.  

(2) Accurate, complete, and current data existed and were reasonably available to the
contractor before the agreement on price or another date agreed upon by the parties.

2.  

(3) Accurate, complete, and current data were not submitted to the contracting officer
or one of the designated representatives of the contracting officer and that the
government did not have actual knowledge of such data.

3.  

(4) The government relied on the defective data in negotiating with the contractor.4.  

(5) The government's reliance on the defective data caused an increase in the contract
price.

5.  

2.  

c. Identify and recommend changes and corrections to contractors' systems and procedures to
ensure compliance with the applicable laws and regulations.

3.  

1.  

2. The auditor is expected to exercise professional judgment, considering vulnerability and
materiality, in determining the scope of audit. Section F, Probe Transaction Testing, must be
completed to ensure adequate substantive testing has been done to provide a reasonable basis for an
opinion. Probe transaction testing should be performed based upon the data obtained in the
analytical procedures and the results of the risk assessment. Before detailed audit steps are
performed, the auditor and supervisor must discuss the audit scope based on data gathered during the
probe transaction testing. The auditor must include audit steps and procedures to provide reasonable
assurance of detecting errors, irregularities, abuse, or illegal acts that are material (CAM 4-702).

2.  

1.  

B. References
1. CAM 14-100 Postaward Reviews of Contractor Cost or Pricing Data1.  

2. CAM 10-600 Audit Reports on Postaward Reviews of Cost or Pricing Data2.  

3. CAM 4-304.3 Exit Conferences -- Postaward Reviews of Cost or Pricing Data for Possible
Defective Pricing

3.  

4. CAM 9-1208 Monitoring Forward Pricing Rate Agreements4.  

5. DCAAP 7641.91, Quantitative Methods for Auditors5.  

2.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Steps
1. Brief contract and PNM to reconfirm that the
pricing action is a negotiated procurement, has
not been audited before, the contract includes a
defective pricing clause, and the government
relied on the data provided by the contractor.
(See Contract Brief, Attachment 1.) If these
conditions are not present, advise the supervisor
so that a determination as to whether the audit
should be done can be made.

a. Determine if any modifications affect the
pricing action (e.g., terminations,
restructures, etc.), then consult with the
supervisor.

1.  

b. Determine whether modifications
identified in the contract brief have been
included in the defective pricing universe.
If not, then update the universe to include
them.

2.  

1.  

2. For subcontracts only, ascertain relevant dates
or determine at the prime contract level if there
is recovery. Refer to CAM 14-119.3 for
guidance on relevant dates and contract type.

2.  

3. If the audit was requested by the Contracting
Officer, other government organization, or
prime DCAA FAO determine whether the
requester has any areas of specific concern and
acknowledge the audit request (CAM 9-103.2).
If the audit was requested, it should be treated
as a demand assignment.

3.  

4. Notify the contracting officer of the planned
defective pricing audit. Advise the contracting
officer that the audit is based on the statement
in the PNM that there was reliance on the
contractor's cost or pricing data. Also, request
the following information, if not already
available at the FAO or from the contractor
(See Attachment 2). For subcontracts, this data
will be obtained through the prime contract
auditor.

a. Negotiation memorandums (see CAM
14-111 and 14-115). If the PNM is not
on file and not available from the ACO,

1.  

4.  

1.  
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initially request only the PNM from the
PCO. Do not request other data from the
PCO before reviewing the PNM.

b. Final (if more than one) Certificate of
Current Cost or Pricing Data
(see CAM 14-107).

2.  

c. Identification of all cost or pricing data
submitted before or during negotiations.
Also, a list of additional data submitted
after date of agreement on price along
with the Certificate of Current Cost or
Pricing Data.

3.  

d. Contracting officer's statement regarding
his or her reliance on the cost or pricing
data if not included in the negotiation
memorandum.

4.  

e. If auditing a subcontract, ascertain if the
prime contractor was required to submit
the subcontract cost or pricing data to the
government (FAR 15.404-3c). If not,
obtain evidence from the prime contract
auditor that the prime contractor relied on
the subcontract cost or pricing data and
based its price to the government on that
reliance, prior to proceeding with the
review.

5.  

f. Report number and date of any preaward
audit performed on the subject contract.

6.  

g. Copies of the contractor's proposal(s).7.  

h. Copies of any government technical
report(s).

8.  

i. Copies of any government price analysis
report(s).

9.  

j. Copies of all DD Forms 250, Material
Inspection and Receiving Report
prepared by the purchasing office (useful
in the concluding audit steps for
calculating interest associated with
defective pricing findings on contracts to
which the defective pricing interest
provision applies).

10.  

k. Other data deemed necessary.11.  

5. Notify the contractor in writing of the planned
postaward audit as shown in Attachment 4. The
letter to the contractor will request an entrance
conference at which time the contractor should

5.  
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provide requested data including cost or pricing
data provided to the PCO subsequent to the last
formal proposal update, costs incurred (to date)
by cost element, and, if applicable, a copy of the
final voucher.

6. In planning and performing the audit, consider
fraud risk indicators specific to the type of audit
being performed. Examples of fraud risk
indicators for the subject audit area are
contained in the following sources:

Handbook on Fraud Indicators for
Contract Auditors, Section IV.
(IGDH 7600.3, APO March 31, 1993)

1.  

Criminal Defective Pricing and the Truth
in Negotiations Act, pages 7-8
(IGDPH 4200.50, CIPO, March 1988)

2.  

CAM 14-1213.  

6.  

Throughout the course of the audit, document
any identified risk indicators and your response/
actions to the identified risks. If no additional
audit steps are required or no risk indicators are
identified, document this in the audit program
or working papers.

7.  

7. Hold an entrance conference with the contractor
(see CAM 4-302).

8.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Risk Assessment1.  

Perform a risk analysis considering the following
elements:

a. Contract type1.  

b. Materiality of the cost element2.  

c. Overrun/underrun test results3.  

d. Acceptability of estimating system and
related internal controls

4.  

e. History of defective pricing5.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Analytical Procedures
1. Based on the data obtained in the preliminary1.  
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audit steps prepare a Chronology of Significant
Events (See Attachment 3).

2. If a preaward audit of the contractor's proposal
was performed, obtain and review the following
to assist in determining potential areas to
evaluate:

a. Defective Pricing Lead Sheet, DCAA
Form 7640-22b. (Complete part A of this
form if not done as part of the preaward
audit.)

1.  

b. Obtain the PNM and complete part B of
DCAA Form 7640-22b, Defective Pricing
Lead Sheet.

2.  

2.  

3. Analyze the PNM for potential risk areas.3.  

4. Identify other potential defective pricing leads
to help establish the audit scope. Review audit
reports, audit lead sheets, and Internal Control
Audit Planning Summaries (ICQ for FYs 1994
and prior) from estimating system surveys
(real-time or joint/team audits), and related
systems audits (e.g., MMAS, Labor). Review
FAO files to determine if a history of defective
pricing exists. Review defective pricing
indicators included in CAM 14117.

4.  

5. Determine the appropriate baseline for audit.
Prepare the baseline working paper by cost
element, showing proposals and additional cost
or pricing data. (See CAM 14-116.)

5.  

6. Determine if the actual costs incurred can be
used to provide a meaningful analysis and
potential defective pricing leads. If appropriate:

a. Analyze costs incurred versus the audit
baseline by cost element. Identify areas
that provide the greatest or least potential
for review to assist in developing the
audit scope.

1.  

b. Underruns do not necessarily indicate
defective pricing. Lack of significant
underruns, however, does not necessarily
indicate the absence of defective pricing.
Significant overruns may identify potential
offsets which can also influence the audit
scope.

2.  

6.  

7. Use the results of the risk assessment and
analytical procedures to determine the nature
and extent of probe transaction testing of major
cost elements for indicators of potential

7.  
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defective pricing.

8. Discuss the results of the risk assessment and
analytical procedures with the supervisory
auditor. Agree on which cost elements require
probe transaction testing.

8.  

Note: If there has not been an audit of the
preaward proposal and an audit of the
estimating system, perform probe steps
of transactions into all cost elements with
significant costs.

_________________________________________
Supervisor's Signature and Date Indicating
Agreement on Results of Risk Assessment,
Analytical Procedures and Necessary Probe

Transaction Testing

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Probe Transaction Testing
1. Perform probe transaction testing based on the
results of the risk assessment and analytical
procedures. Except when probe testing for all
major cost elements is appropriate (see note in
Section E above), perform probe transaction
testing for the highest risk major cost elements
based on the results of the risk assessment and
analytical procedures. Examples include:

a. Material/Subcontract: Select major
material items and compare available
actuals to baseline amounts.

1.  

b. Rates/Factors:

(1) Verify the baseline rates and factors
to those agreed upon as of the date
of price agreement.

1.  

(2) Analyze the rates and factors in
effect 90 days after price agreement
to determine if there are any new
agreements, submissions, etc. which
may have been in process prior to
price agreement.

2.  

(3) If the contractor does not have
regular bidding rate submissions,
then consider this as an indicator of
high risk which should be considered
for further review.

3.  

2.  

1.  

1.  
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c. Labor Hours: Determine the basis for
proposed hours.

(1) If judgmentally estimated, then
determine if history was available
and not used. (Note: Historical
cost/pricing does not have to be
used in the proposal -- only
disclosed.)

1.  

(2) If based on history, was it the most
relevant and current available?

2.  

3.  

d. Other Direct Costs. Determine the
proposal basis for significant cost
elements and if this basis is consistent
with the contractor's established
estimating practices.

4.  

2. Establish reasons for the scope of further audit
effort. Based on the results of the risk
assessment, analytical procedures, and probe
transaction testing, document what should be
reviewed and why. If further audit effort is not
warranted, document those reasons also.
Discuss your determination of the extent of
audit effort required to complete the assignment
with the supervisor.

a. If the supervisor agrees the audit should
be continued, document this discussion
and decision. Consider the need to
request specific technical assistance based
on audit risk. Modify the detailed audit
steps (Sections G and H) to reflect the
agreed to audit scope and submit those
sections of the audit program for the
supervisor's approval.

1.  

b. If the supervisor agrees that further audit
effort is not warranted, document this
discussion and decision and complete the
Concluding Audit Steps (Section H).

2.  

2.  

________________________________________
Supervisor's Signature and Date Indicating
Agreement on Results of Probe Transaction
Testing and Necessary etailed Audit Steps

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Detailed Audit Steps1.  
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1. Material (Including Transfers Between
Divisions, Subsidiaries, or Affiliates Under
Common Control)

a. Based on the contractor's baseline as
computed in step C.10 and/or the
preaward audit folder, determine the
types, quantities and unit prices of raw
material, purchased parts, and
interdivisional transfers.

1.  

b. Compare baseline costs to actual costs by
material category to determine if
significant variances exist. Even though
significant material costs have not been
incurred, determine if material parts have
been ordered (purchase order or purchase
contract) and compare to the baseline
material costs to determine if significant
variances exist.

2.  

c. Based on the result of audit steps G1a,
G1b, probe tests, and prior experience
with the contractor, select items for
review using the following method(s) as
appropriate in the circumstances:

3.  

(1) Items of significant dollar value.
(2) Statistical sampling selection.

(a) If statistical sampling is not
used, explain why?
(CAM 4-605a)

1.  

(b) If statistical sampling is used,
design a sampling plan. Your
plan should
(i) clearly state the audit
objective,
(ii) describe the universe,
(iii) de-scribe sampling frame,
(iv) reconcile universe with
sampling frame,
(v) select sampling approach,
(vi) develop reliability goals,
(vii) establish sample size,
(viii) describe sample selection
method, and
(ix) identify software program
to evaluate the sample.
(CAM Appendix B and
DCAAP 7641.91)

2.  

4.  

d. For the items selected, compare the5.  

1.  
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baseline unit cost, kind, and quantity to
the actual unit cost, kind, and quantity as
shown on the purchase order.

(1) If the purchase order was awarded
before date of price agreement and
the amount was less than the
baseline, compute the potential
recommended price adjustment.

1.  

(2) If material purchased is different
from the material baseline and this
resulted in significant cost underruns,
determine reasons for differences
and ascertain when the decision to
change material was made.

2.  

(3) If the purchase order was issued
within a reasonable period after
price agreement and the value was
less than the baseline, review vendor
quotations and/or obtain third party
confirmation (CAM 14-120.6) to
determine whether the contractor
was aware of the reduced cost
before price agreement. (Note that
the issuance of a purchase order
after price agreement is the
culmination of the purchasing
process. Purchasing activities may
have occurred prior to price
agreement.)

3.  

(4) Compare the baseline value of items
proposed as catalog or commercial
market priced items to prices
actually paid by the prime to its
vendors. (Note: If an exception
was granted, DP would not be
present.)

4.  

(5) Review intracompany pricing to
ensure that profit was excluded
from the prime contractor's price
(FAR 31.205-26(e)) and perform
applicable audit steps under
subcontracts in section G.2 of this
program. (Note: If the contract is
FFP, the cost principles do not
apply.)

5.  

(6) Identify and keep separate potential
offsets discovered during the review
(CAM 14-118).

6.  
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e. Review the uncommitted residual
inventory to determine if it was considered
in pricing the proposal. (Note: residual
inventory should be priced at its inventory
carrying value.)

6.  

f. Review all other rates/factors applied to
material costs including intracompany
costs. Compare baseline and experienced
rates/factors. Determine if the proper
allocation bases were used in the proposal
and if the pricing method is consistent
with the estimating and accounting
system (CAM 91208).

7.  

g. Summarize the results of the material
review. Your working papers should
establish that the five elements of
defective pricing have been met
(CAM 14-102b).

8.  

2. Subcontracts (CAM 14-119)

a. Use the baseline bill of materials and
identify subcontracts that meet the criteria
for submission of cost or pricing data.

1.  

b. Determine the potential for defective
pricing at the prime level on each
subcontract considering the following:

(1) Was the prospective subcontract
awarded to another subcontractor
or not awarded at all?
(CAM 14-119.4)

1.  

(2) Why and when was the change made
to a different subcontractor? A
decision to change prior to the price
agreement date indicates potential
defective pricing.

2.  

(3) If the subcontract was not awarded,
was the item produced internally?
If so, when was this decision made?
A decision to change prior to the
price agreement date indicates
potential defective pricing.

3.  

(4) Does the negotiated subcontract
amount agree with the baseline data
provided by the prime to the
government?

4.  

(5) If the subcontract was negotiated
before prime contract award, did the

5.  

2.  

2.  
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prime contractor disclose this
information before agreement on
prime contract price? If the
subcontract was negotiated after
award to the prime contractor, did
the prime have a subcontract
negotiation position and/or a cost
analysis review as required by FAR
before prime contract negotiations,
and if so, was pertinent data
disclosed?

(6) If a DCAA preaward assist audit
was performed, did the report
reference any significant estimating
system deficiencies? Did the prime
contractor consider the results of a
DCAA assist audit? Consider
requesting an assist defective
pricing audit.

6.  

(7) Was the subcontract proposal for a
follow-on subcontract? If so, was
the prior experience considered in
preparing this proposal? Consider
the need for an assist audit.

7.  

(8) Review all other rates/factors
applied to subcontract costs.
Compare baseline and experienced
rates/factors. Determine if the
proper bases were used and if the
pricing method is consistent with
the estimating and accounting
system (CAM 9-1208).

8.  

c. Request a subcontract assist audit only
when an audit lead results from the above
analysis.

3.  

d. Identify and keep separate potential offsets
discovered (CAM 14-118).

4.  

e. Summarize results of subcontract review.
Your working papers should establish that
the five elements of defective pricing have
been met (CAM 14-102b).

5.  

3. Direct Labor

a. Review the negotiation memorandum,
preaward audit file and technical report to
determine the basis of baseline direct labor
hours and rates.

1.  

b. Review the cost or pricing data supporting2.  

3.  
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the contractor's baseline labor hours and
rates.

c. Compare baseline and actual labor hours
and rates by category to determine if
significant variances exist.

3.  

d. Determine if the rates (including FPRAs)
were updated for relevant data available
at the time of price agreement. Relevant
data includes changes in skill mix and
escalation.

4.  

e. If the baseline rates were based on or
affected by union agreements, determine
the date and status of union agreements at
the time of negotiations
(see CAM 9-1208).

5.  

f. Based on steps G3a through G3e,
determine if additional audit effort is
warranted and prepare the necessary
additional audit steps (Section H).

6.  

g. Identify and keep separate potential
offsets discovered (CAM 14-118).

7.  

h. Summarize the result of the direct labor
hours/rate review. Your working papers
should establish that the five elements of
defective pricing have been met
(CAM 14-102b).

8.  

4. Indirect Expenses

a. Compare baseline and actual indirect
rates, pools, and bases by year to
determine if significant variances exist.

1.  

b. Determine if the rates (including FPRAs)
were updated for relevant data available at
the time of price agreement.

2.  

c. Determine if the most current corporate
allocations (pension, insurance, and fringe
benefit costs, etc.) were disclosed by date
of price agreement.

3.  

d. Based on the results of the above steps,
prepare additional detailed audit steps as
appropriate.

4.  

e. Identify and keep separate potential
offsets discovered (CAM 14-118).

5.  

f. Summarize the results of indirect expense
review. Your working papers should
establish that the five elements of
defective pricing have been met

6.  

4.  
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(CAM 14-102b).

5. Other Direct Costs

a. Review the cost or pricing data
supporting the contractor's baseline ODCs.

1.  

b. Compare actual costs by category (e.g.,
travel, consultants) with baseline costs.
Identify any significant variances which
may warrant further review.

2.  

c. Based on the above, select items for audit
and develop appropriate detailed audit
steps for items selected.

3.  

d. Identify and keep separate potential offsets
discovered (CAM 14-118).

4.  

e. Summarize the results of the ODC review.
Your working papers should establish that
the five elements of defective pricing have
been met (CAM 14-102b).

5.  

5.  

6. Offsets6.  

Review and consider offsets identified by either
the auditor or the contractor in accordance with
CAM 14-118.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

H. Additional Detailed Audit Steps1.  

(Use additional sheets, if needed)2.  

I. Concluding Audit Steps
1. Summarize the results of audit of individual cost
elements, assuring that the 5 elements of
defective pricing have been met for each
recommended price adjustment. Assess whether
total recommended price adjustment for this
pricing action meets materiality working
guidelines provided in CAM 14.120.1(c). See
Section A.1.b of the audit program.

1.  

2. Determine whether any findings of defective
pricing require further pursuit or referral because
the audit detected material errors, irregularities,
abuse, or illegal acts. Do not release or disclose
to the contractor information relating to a matter
referred for investigation.
(CAM 14-121 and 4700).

2.  

3. Determine whether any of the defective pricing
findings resulting from this audit are the result

3.  

3.  
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of estimating deficiencies which have not been
previously reported (CAM 14-120.7d and
10-400). If these deficiencies still exist, issue a
flash report as appropriate. (CAM 9-310).

4. Ensure that the contractor has provided a
certificate in support of any claim for offsets
(for contracts awarded on or after 15 Feb. 87).
Do not evaluate any offset or adjust the audit
findings until the contractor provides the
required certificate (CAM 14-118b).

4.  

5. Discuss the result of audit with the supervisory
auditor. Discussion should include any
recommended price adjustment that does not
exceed materiality threshold to ensure that other
conditions do not exist that would warrant
reporting defective pricing below the materiality
threshold. (See CAM 14.120.1(c)).

5.  

6. Discuss defective pricing issues revealed with
the contracting officer. In addition to
coordinating with the contracting officer
throughout the course of the audit, provide the
contracting officer with the draft report
exhibit(s) and explanatory notes on apparent
defective pricing issues so that he/she has an
opportunity to provide comments CAM 14-122a).

6.  

7. Hold an exit conference with the contractor.
(CAM 4-304.3). The contractor should
normally be provided a draft copy of report
exhibit(s) and explanatory notes, unless the
circumstances addressed in step I2 apply. The
contractor should be afforded an opportunity
(normally 30 days) to review the matter and
provide any additional information for the
auditors consideration (CAM 14-122b).

7.  

8. Compute the recommended price adjustment
(CAM 14-116.3). Include interest base
calculations consistent with CAM 14-124; use
the information on accepted contract items from
the DD Form 250s obtained in the preliminary
audit steps.

8.  

9. Prepare the audit report (CAM 10-600). Assure
the notes sufficiently explain the reasons for the
defective pricing in relation to the 5 elements
which must be met to prove defective pricing.
Postaward audit reports should not be issued
until initial findings have been properly
coordinated and discussed by all parties.

9.  
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Update the ICAPS as appropriate.4.  

Attachment 1

Contract Brief

Page 1 of 3

Contract Brief

Contractor _________________________ Assignment No. ___________________

Address ____________________________________________________________
___________________________________________________________________

Contract No. _______________________Type of Contract __________________

Effective Contract Date _______________________________
Government Signature Date _______________________________
Issued by _______________________________

_______________________________
PCO (Name/Code) _______________________________
ACO (Name/Code) _______________________________

The following FAR clauses are included in the contract:

52.215-2 ( ), dated, __________ Audit -- Negotiation
(or Audit and Records -- Negotiation as of 10/1/95)

1.  

52.215-22/23 ( ), dated, __________ Price Reduction for Defective Cost or Pricing Data2.  

52.215-24/25 ( ), dated, __________ Subcontractor Cost and Pricing Data3.  

Product (general description)
___________________________________________________________________
___________________________________________________________________
___________________________________________________________________
___________________________________________________________________
___________________________________________________________________
___________________________________________________________________

Page 2 of 3

Contract Brief

Quantities Unit Price Amount
Basic contract amount dated _____ _____
Modification No. 1 dated
through latest Mod. No. _____,
dated *

_____ _____

Total _____ _____

* Provide detail for each modification on following page

Delivery Schedule:
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Final Payment Date:

Page 3 of 3

Contract Brief
Details of Modifications

Modification Number Date Description Amount

Attachment 2

Format for Announcing Postaward Audit and/or Requesting Data

Page 1 of 2

Format for Announcing Postaward Audit and/or Requesting Data

**Use Official Letterhead**

Memorandum For: Contracting Officer

(Procurement Office Name and Address)

Attention: (Office Symbol)

Subject: (Notification of) (Request for Data Applicable to) Postaward Audit of

Contract No.

(Contractor Name)

(City, State, Zip Code)

1.  

(Initial Notification to PCO)

This memorandum is being issued to inform you that we have selected the subject pricing action for postaward
audit under 10 U.S.C.2306a. We have located the negotiation memorandum in our audit files and, therefore, do
not need to obtain any other data from you at this time. However, you may be contacted by us in the future if we
need to obtain additional information or to confirm our understanding of factual data with you.

Should you wish to convey (1) any concerns you may have on the subject contract which may have a bearing on
our audit or (2) any questions regarding this memorandum. please contact __________ at ( )____-_________.

Page 2 of 2

(Initial Request to PCO for the PNM)

We have selected the subject pricing action for postaward audit under 10 U.S.C.2306a. We have reviewed the
DCAA and ACO files, but cannot locate the negotiation memoranda. Please provide a copy of the negotiation
memoranda to our office by __________ so we can begin the audit. If you have any questions regarding this
memorandum contact ___________ at( )____-_____.

(Initial Request to PCO for Specific Data After Review of PNM)

We have selected the subject pricing action for postaward audit under 10 U.S.C.2306a. As part of the audit we
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reviewed the DCAA, ACO, and contractor files, but cannot locate all required information. To continue our
postaward audit of the subject contract we require the following additional information. (State the specific
information or cost or pricing data needed.) We need this information to … (explain why we need the
information).

Please provide the requested information to our office by __________ so we can continue the audit. If you have
any questions regarding this memorandum contact __________ at ( )___-_____.

(Note: For subsequent requests for data, modify the first sentence to begin with "As previously notified,".)

FAO Manager

Attachment 3

Postaward Audit -- Chronology of Significant Events
(Example)

Dates

Proposal date:1.  

Initial pricing audit report, date and number:2.  

Revised proposal date:3.  

Date of supplemental audit report:4.  

Date of latest certificate of current cost or pricing data:5.  

Date of letter contract:6.  

Dates of contract negotiations:7.  

Date of contract award:

Date of price agreement (or another date agreed upon
between the parties for purposes of certification:
[See FAR 15.804.4]

1.  

8.  

Contract effective date:9.  

Date government representative signed contract:10.  

Date contractor began performance:11.  

Date contract physically completed:12.  

Date of final payment:13.  

Attachment 4

Informing Contractor of Audit and Need for Access to Pricing and Performance Records

(Contractor Name)

(Address)

(City, State, Zip)

1.  

Attention:

Gentlemen:
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We have selected contract number(s) _______ for postaward audit in accordance with __________ (see CAM
Section 14-103.1 to determine appropriate U.S.C.citation) and FAR 52.215-22/23 Price Reduction for Defective
Cost and Pricing Data/Price Adjustments contained in the contract(s).

To perform our audit, we will need the following data:1.  

(List required data)

We would like to have an entrance conference and start our audit on __________.
Please contact, telephone number __________, by __________ to confirm the above date.

1.  

Sincerely,

FAO Manager

Next Section

Open this portion of the document in Word (49 KB)
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Open this portion of the document in Word (51 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APPURC

Audit Program for Purchasing Controls

Version 2.3
1 July 1998

Defense Contract Audit Agency
Audit Program for Reviewing and Reporting on Contractor Purchasing System and Related Internal

Controls
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

A. Purpose and Scope1.  

The major objectives of this audit are to:

Obtain a sufficient understanding of the contractor's Purchasing System and related internal controls
(including manual and computerized activities) to plan related contract audit effort. This requires that
the auditor assess the adequacy of the contractor's policies and procedures, whether they have been
implemented, and if they are working effectively.

1.  

Document the understanding of the Purchasing System internal controls in working papers and
permanent files (see CAM 5-100).

2.  

Test the operational effectiveness of Purchasing System internal controls.3.  

Assess control risk as a basis to identify factors relevant to the design of substantive tests.4.  

Report on the understanding of the internal controls and assessment of control risk and the adequacy
of the system for government contracts.

5.  

2.  

This audit program is limited to the review of the Purchasing System and related internal controls for major
contractors and other contractors with substantial negotiated firm-fixed price contracts. Only those controls
directly related to the contractor's Purchasing System, as defined below, will be audited under this
assignment. Controls for interrelated audit concerns regarding the adequacy of the contractor's other major
systems (i.e., MMAS, Indirect & ODC, etc.) will be audited under separate assignments. While the controls
for these areas are not part of this audit, the results of all audits of these interrelated controls must be
considered in forming an overall audit conclusion on the Purchasing System internal controls. The results of

3.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/043/0048Z043DOC.HTM (1 of 19) [11/19/1999 3:33:00 PM]

http://web.deskbook.osd.mil/data/0048Z043DOC.DOC
http://web.deskbook.osd.mil/data/0048Z043DOC.DOC


this audit should be commented on in reports on related audit areas.

When performing an update or follow-up review, the audit steps below should be adjusted and tailored
accordingly. To the extent possible, prior audit effort should be used as a basis for validating the
contractor's internal controls.

4.  

Before beginning this review, the auditor should be alert for internal control reviews performed by the
contractor or its external auditor relating to this audit area. In those cases where internal control reviews
have been performed, the auditor should follow guidance contained in CAM 4-1000, Reliance on the Work
of Others.

5.  

Before performing any review of internal controls, the auditor should determine that the system
contemplated for review is material to the Government. Once it is determined that the system is material to
the Government, the auditor should reassess the materiality of each section in the internal control audit
program before performing any audit steps in that section. The scope of any audit depends on individual
circumstances. The auditor is expected to exercise professional judgment, considering vulnerability and
materiality, in deciding the scope of audit to be performed.

6.  

The internal control matrix (see Attachment 1) shows the interrelationships among the control objectives,
control activities, and audit procedures used in this audit program. The control objectives and the audit
procedures have been fully integrated into this audit program; therefore, the matrix is not needed unless it is
desirable to see the associated control activities and the interrelationships in a matrix format.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

B. Preliminary Audit Effort1.  

Note: The contracting officer has primary
responsibility for the contractor's
purchasing system and the DLA CPSR
team is responsible for performing
contractor purchasing system reviews.
DCAA's audit objective is the adequacy
of the internal controls over the system
and the contractor's monitoring of
compliance with its controls. The DLA
CPSR team normally covers most DCAA
concerns regarding internal controls
(See CAM, Appendix D-300). Therefore,
it is extremely important that prior to
commencing any review of the
contractor's purchasing system, the
auditor coordinate with the contracting
officer and the DLA CPSR team. If a
CPSR review is planned, the DCAA
auditor should be a member of the
CPSR team and the scope of the review
should be discussed. There should be
mutual agreement on what additional
audit steps will be necessary to address
DCAA's concerns. Any DCAA audit
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effort should be deferred until the next
scheduled CPSR. If there is no CPSR
review scheduled in a reasonable time
and the auditor feels the government is
at risk, these concerns should be
elevated to the regional offices prior to
any audit effort.

1. Research and Planning

a. Review and become familiar with
applicable sections of CAM 5-600 and
any recent Headquarters guidance not
incorporated in the CAM.

1.  

b. Review the extent and results of the
contractor's self-governance activities,
internal and external audits, coordinated
audits, etc., related to the Purchasing
System. Where internal or external
audits have been performed, the auditor
should follow the guidance contained in
CAM 4-1000, Reliance on the Work of
Others. Document your review

2.  

c. Review the permanent file for:

(1) Existence of contractor purchasing
policies and procedures.

1.  

(2) Organization charts depicting the
functional areas responsible for the
processing of purchasing data.

2.  

(3) Purchasing system flowcharts
providing a pictorial overview of
all manual and computerized
processing steps.

3.  

(4) Information systems
documentation:

(a) Pertinent record layouts of files
created and/or used during the
processing of material related
transactions.

1.  

(b) Source documents.2.  

(c) Information on the conversion
of documents to computer
media.

3.  

(d) Subsidiary or master files
affected by the system.

4.  

(e) Relevant reports, journals, and
ledgers produced in the flow
of information to the MMAS

5.  

4.  

3.  

1.  
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reports.

(5) Employee awareness training
programs.

5.  

(6) Listings of current government
contracts.

6.  

(7) Past Purchasing System audit
results and Internal Control Audit
Planning Summaries (ICAPS) audit
results including any corrective
actions taken.

7.  

(8) Audit lead sheets.8.  

(9) The analysis of the control
environment and the results of any
other audits for internal control
weaknesses that may impact this
review.

9.  

d. In planning and performing the audit,
consider fraud risk indicators specific to
the type of audit being performed.
Examples of fraud risk indicators for the
subject audit area are contained in the
following sources:

Handbook on Fraud Indicators for
Contract Auditors, Sections II.2.,
IV.4., and IV.5., (IGDH 7600.3,
APO March 31, 1993)

1.  

CAM 6-3052.  

4.  

Throughout the course of the audit,
document any identified risk indicators
and your response/actions to the
identified risks. If no additional audit
steps are required or no risk indicators
are identified, document this in the
audit program or working papers.

5.  

2. Entrance Conference and Preparation

a. Prepare a written memorandum to the
contractor to arrange for an entrance
conference, covering the areas highlighted
in CAM 4-302 and any specific data or
pertinent information not yet provided.

1.  

b. Conduct an entrance conference as
outlined in CAM 4-302, with particular
emphasis on:

(1) Requesting the contractor to
provide, if applicable (see step E.4.),
a demonstration of the Purchasing

1.  

2.  

1.  
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System transaction flow including
data input, data processing, data
output, and related internal controls.

(2) Any changes in the Purchasing
System processing job stream since
the last review.

2.  

(3) The contractor's monitoring
process to ensure that established
manual and computerized controls
are functioning as intended.

3.  

(4) Any identified weaknesses which
may have been reported and related
follow-up actions taken.

4.  

3. Initial Risk Assessment

a. Analyze pertinent information extracted
from the permanent file and data provided
by the contractor at the entrance
conference to determine if any additional
clarification is required at this time.

1.  

b. Determine the purchasing process
employed by the contractor and to what
degree a computerized system is used.

2.  

c. Perform a high level cursory review to
determine if the following exist:

(1) Functional organization with
defined organizational
responsibilities.

1.  

(2) Written description of the work
flow in the purchasing process.

2.  

(3) Policies and procedures for
effectively controlling the process.

3.  

3.  

d. Based on the contractor's assertions and
the information obtained from other
relevant sources, prepare a preliminary
audit risk assessment to identify those
control areas requiring further audit effort

4.  

2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Control Environment1.  

The control environment sets the tone of an
organization, influencing the control consciousness
of its people. It is the foundation for all other
components of internal control, providing discipline
and structure. The auditor should obtain sufficient

2.  
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understanding of the control environment to determine
the impact that it may have on the overall effectiveness
of the Purchasing System internal controls.

1. Obtain a copy of the most recently completed
ICAPS for the Control Environment and Overall
Accounting Controls. Review the rationale
behind any moderate or high risk assessment
ratings and determine the impact, if any, on the
effectiveness of the Purchasing System internal
controls.

1.  

2. If a review of the control environment has not
been recently performed, review all documented
prior audit experience with the contractor,
including permanent files, relevant audit
reports and workpapers, suspected irregular
conduct (SIC) referrals and discussions with
prior auditors. Obtain an understanding of the
following factors:

a. Integrity and ethical values.1.  

b. Commitment to competence.2.  

c. Board of directors and/or audit committee
participation.

3.  

d. Management's philosophy and operating
style.

4.  

e. Organizational structure.5.  

f. Assignment of authority and responsibility.6.  

2.  

3. Document the overall assessment of the control
environment and the impact that it has on the
review of the Purchasing System.

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Contractor's Risk Assessment1.  

The auditor should develop a sufficient understanding
of the risk assessment process currently employed by
the contractor in terms of its identification, analysis,
and management of risks relevant to the preparation
of contract cost data.

1. Meet with responsible personnel to obtain an
overview of the various risk factors considered
by management.

1.  

2. Once the various risk factors are identified,
obtain an understanding of how management
identifies the risks, estimates the significance of
risks, assesses the likelihood of their occurrence,

2.  

2.  
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and relates them to contract reporting.

3. If applicable, obtain an overview of any plans,
programs, or actions management may initiate
to address specific risks. Keep in mind that,
depending on the nature of specific risks,
management may elect to accept a given risk
due to costs or other considerations.

3.  

4. Document your overall understanding of the
contractor's risk assessment practices.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Information and Communications1.  

Information and communication processes consist of
the methods and records established to record,
process, summarize, and report contract cost data.
The auditor should develop a sufficient understanding
of the contractor's information and communication
processes (relevant to contract cost data) to identify
the significant classes of transactions and how they
are initiated, processed, controlled, and reported.

1. Since the accounting and EDP systems are
integral components of information and
communication processes, obtain a copy of the
most recently completed Internal Control Audit
Planning Summaries for the Environment and
Overall Accounting Controls and the EDP
System General Internal Controls. Review the
rationale behind any moderate or high risk
assessment ratings and determine the potential
impact, if any, on the Purchasing System
internal controls. Document your review.

1.  

2. Review relevant permanent files, prior audit
working papers, and any prior contractor
demonstrations of its Purchasing System
information and communication processes.
Document your review.

2.  

3. Review information in the permanent files
related to the contractor's status of Year 2000
compliance. Ascertain if the contractor has
modified or replaced any hardware or software
that directly affects the Purchasing System. If
modified or replaced, have the contractor
demonstrate the effects in step E.5. below and
consider the internal control risk implications
when performing tests of controls in step E.6.

3.  

2.  
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If not modified or replaced, and the audit is
performed in the contractor's fiscal year which
contains the date 1 January 2000, have the
contractor demonstrate why the system is not
affected by Year 2000 computer problems and
consider increasing the tests of controls in
step E.6.

4. Determine if the contractor has made changes
to the information and communication processes
in its Purchasing System since the last
demonstration. Review the changes. If no
prior systems demonstration was performed,
have the contractor provide one. Contractor
representatives providing the demonstration
should possess a detailed knowledge of the
Purchasing System. The demonstration provides
the auditor an opportunity to query contractor
personnel regarding internal controls and how
they are monitored. The auditor should ensure
that the demonstration addresses the internal
control objectives in section G. of this
audit program.

4.  

5. The contractor should include appropriate
manual and computerized controls in its
information processing that check for
accuracy, completeness, and proper
authorization of purchasing related transactions.

a. Have the contractor identify and
demonstrate all access controls to the
Purchasing System application and
related transactions.

(1) Compare the contractor-disclosed
controls with the generic access
control listing contained in
CAM 5-1406.1 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed access
controls. Discuss any apparent
deficiencies with the contractor.

2.  

1.  

b. Have the contractor identify and
demonstrate all data input controls to the
Purchasing System application and related
transactions for originating, authorizing,
collecting, preparing, and approving input
transactions.

(1) Compare the contractor disclosed1.  

2.  

5.  
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controls with the generic input
control listing contained in
CAM 5-1406.2 and identify any
controls not incorporated in the
application.

(2) Verify the existence and adequacy
of the contractor disclosed input
controls. Discuss any apparent
deficiencies with the contractor.

2.  

c. Have the contractor identify and
demonstrate all processing controls for the
Purchasing System which ensure all
authorized transactions are processed
accurately and properly.

(1) Compare the contractor disclosed
controls with the generic processing
control listing contained in
CAM 5-1406.3 and identify any
controls not incorporated in the
application.

1.  

(2) Verify the existence and adequacy of
the contractor disclosed processing
controls. Discuss any apparent
deficiencies with the contractor.

2.  

3.  

d. Have the contractor identify and
demonstrate controls related to the
identification, correction, and
resubmission of rejected data.

(1) Compare the contractor disclosed
controls with the generic error
detection and correction control
listing contained in CAM 5-1406.4
and identify any controls not
incorporated in the application.

1.  

(2) Verify the existence and adequacy
of the contractor disclosed error
detection and correction controls.
Discuss any apparent deficiencies
with the contractor.

2.  

4.  

e. Have the contractor identify and
demonstrate controls related to ensuring
the output accuracy of computer program
processing.

(1) Compare the contractor-disclosed
controls with the generic output
control listing contained in
CAM 5-1406.5 and identify any

1.  

5.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/043/0048Z043DOC.HTM (9 of 19) [11/19/1999 3:33:00 PM]



controls not incorporated in the
application.

(2) Verify the existence and adequacy
of the contractor disclosed output
controls. Discuss any apparent
deficiencies with the contractor.

2.  

6. Selectively trace transactions through the
purchasing system to validate your
understanding of the information and
communication processes in the Purchasing
System. Any discrepancies between your
understanding and the contractor's
demonstration should be noted and
resolved prior to completing the remainder
of this review.

6.  

7. Document your confirmed understanding
of the contractor's Purchasing System
information and communication
and obtain a written confirmation from the
contractor indicating that they agree with
this understanding.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Monitoring1.  

Monitoring is a process that assesses the quality of
internal control performance over time. It involves
assessing the design and operation of controls on a
timely basis and taking necessary corrective actions.
The auditor should develop a sufficient understanding
of the contractor's ongoing monitoring activities
and/or separate evaluations related to the Purchasing
System controls.

1. Determine if ongoing monitoring procedures are
integrated into the normal recurring activities of
the contractor's organization. These procedures
should include regular management and
supervisory activities.

1.  

2. Where applicable, determine the extent of
internal audit involvement in performing
monitoring functions through separate
evaluations.

2.  

3. Determine and document the extent of
monitoring activities being performed by
external parties.

3.  

4. Document your overall understanding of the4.  

2.  
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monitoring activity being performed at the
contractor's location and determine the
impact it will have on our review of the
Purchasing System

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Control Objectives and Activities1.  

The auditor should obtain an understanding of the
contractor's control activities (policies and procedures)
for each relevant Purchasing System control objective.
A detailed understanding of control activities is
essential to the assessment of control risk for each
control objective. Purchasing system primary control
objectives and examples of control activities, as they
relate to U.S. Government contracts, are provided in
Attachment 1 (ICM-PURC). The audit procedures in
this section, organized by control objective, are also
included in the attachment.

2.  

The auditor should review contractor internal and/or
external audits to determine if any control activities
have already been reviewed and if reliance can be
placed on such reviews.

3.  

In performing the following audit procedures to
understand the contractor's control activities, the
auditor should recognize that while obtaining an
understanding of the other components of internal
control (control environment, contractor risk
assessment, information and communications, and
monitoring), he/she is likely to have obtained some
level of knowledge about control activities. The
auditor should utilize this knowledge in determining
the additional time needed to obtain a sufficient
understanding of the contractor's control activities.

1. Contractor Compliance, Training, Policies,
and Procedures

1.  

The contractor performs internal audits/reviews,
conducts training and has policies and
procedures for the Purchasing Department to
ensure the integrity of the purchasing system.

a. Determine whether any internal audits/
management reviews of the Purchasing
Department have been performed. Review
the results and note any deficiencies.

1.  

b. Determine if any required follow-up action
was taken related to reported findings or

2.  

2.  

4.  
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recommendations, or why no actions were
taken.

c. Adjust the scope of this audit based on the
results of the internal audits or management
reviews.

3.  

d. Obtain the contractor's purchasing policies
and procedures. Verify that they include
the items set forth in steps G.2 through
G.6 below.

4.  

e. Obtain a list of training provided to
purchasing personnel. Review the training
materials to verify that the training covers
Government purchasing regulations and
contractor procedures.

5.  

2. Purchase Orders and Subcontract Clauses3.  

Purchase orders and subcontracts should contain
all flow down clauses, including those terms
and conditions required by the prime contract,
as well as any clauses needed to carry out the
requirements of the prime contract.

a. Verify that the contractor ensures flow
down of applicable prime contract terms
and conditions in purchase orders and
subcontracts (e.g., either the government
or contractor has access to the
subcontractor's/intercompany books and
records for audit, that billings include only
allowable costs [See CAM 6-801.1 c.]).

1.  

4.  

3. Management of Purchasing5.  

The contractor should organize and administer
the purchasing department to ensure the
effective and efficient procurement of required
quality materials and parts at the most
economical cost from responsible/reliable
sources.

a. Determine whether the purchasing
department is organizationally
independent in order to allow it to
operate at maximum effectiveness
and make objective decisions.

1.  

b. Verify that the contractor requires the
following purchasing file data to be
maintained:

(1) The purchase order.1.  

(2) The purchase requisition.2.  

(3) The request for quotation (RFQ).3.  

2.  

6.  
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(4) Copies of the vendors' quotes.4.  

(5) A bid tabulation sheet that
summarizes and compares vendor
quotations.

5.  

(6) Certificates for the rent-free use of
Government facilities.

6.  

(7) Vendor surveys or facilities
capabilities reports.

7.  

(8) Source selection explanation.8.  

(9) Price or cost analysis data.9.  

(10) Negotiation summary.10.  

(11) Basis for selection of contract type.11.  

(12) Copies of technical data.12.  

(13) Price redetermination or termination
data.

13.  

(14) Correspondence between the
purchasing department and the
bidders.

14.  

(15) Evidence of Small and Disadvantaged
Business enterprise consideration.

15.  

(16) Information concerning the use of
special terms and conditions and
approval thereof.

16.  

(17) Departmental and management
approvals.

17.  

(18) Administrative Contracting Officer
notification and consent.

18.  

(19) Certificate of current cost or pricing
data if procurement meets the
requirements.

19.  

c. Verify that the contractor follows its
make-or-buy program. Ensure that
procedures are followed and decisions
are documented.

3.  

d. Verify that the contractor has a system
of reports and controls that reflect
performance and provides the means
through which the purchasing department
reports its performance to company
management.

4.  

4. Selecting the Source7.  

The contractor should select the most responsive
and responsible sources for furnishing required
quality parts and materials and promoting
competitive sourcing among dependable

8.  
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suppliers to obtain the most reasonable prices
from sources that meet contractor quality
requirements.

a. Review the following as indication of
the contractor's commitment to promote
competition:

(1) reports to top management.1.  

(2) existence of the historical records
on parts and vendors.

2.  

(3) extent of market survey efforts.3.  

1.  

b. Verify the implementation of a current
vendor performance rating system.

2.  

c. Selectively test procurement files to
ensure compliance with FAR requirements
related to competition.

3.  

5. Pricing and Negotiation9.  

The contractor ensures that some form of price
or cost analysis is performed in connection with
every purchasing action.

a. Determine if the purchasing file contains
appropriate cost/price analysis and
technical evaluation (see audit step G.3.b).

1.  

b. Verify that the contractor has a system to
negotiate and take advantage of quantity
and prompt payments discounts.
Selectively review payments to determine
that the system is working.

2.  

c. Verify that guidelines are in place and
being followed for determining that cost
effective methods are used for processing
the high volume of low dollar value orders
and calls against blanket orders and
open-end subcontracts. Include
consideration of corporate wide purchase
agreements, where appropriate.

3.  

10.  

6. Subcontract Award and Administration11.  

The contractor ensures that proper types of
subcontracts are selected and that there are
controls, including oversight and surveillance,
of subcontracted effort.

a. Verify that guidelines are in place and
followed, for determining the types of
subcontracts awarded and under what
circumstances.

1.  

b. Determine that the contractor notifies
the government upon award of an

2.  

12.  
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auditable subcontract or intercompany
order (See CAM 6-801.1 b.).

c. Verify that the contractor obtains annual
incurred costs proposals for auditable
subcontracts/intercompany orders, assures
the proposals are audited, and incorporates
the audit results into billings and proposals
to the government.

3.  

d. Determine that the contractor adequately
monitors financial and technical
performance of subcontractors and
intercompany entities.

4.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

H. Assessment of Control Risk
1. Considering all five components of internal
control, assess control risk for each of the
relevant control objectives identified in
section G. For each of the objectives,
summarize the characteristics which support
the assessed level of control risk and
specifically identify any internal control
weaknesses or system deficiencies.

1.  

2. Determine if the system is adequate to
reasonably assure proper pricing,
administration, and settlement of
Government contracts in accordance with
applicable laws and regulations.

2.  

3. Based on the assessments above, determine
the impact on the scope of other audits.

3.  

4. Update the Internal Control Audit Planning
Summary (see CAM 3-305).

4.  

5. Coordinate the results of audit with the
supervisor. The supervisor and the FAO
manager should review and initial the ICAPS
before the exit conference is performed. If it
is determined that additional audit steps are
needed, any additional planned audit effort
should be accomplished as part of this review
or immediately thereafter. Any delays in
completion of this audit effort should be
documented and approved by management.

5.  

1.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

I. Summary Audit Steps
1. Prepare a draft audit report in accordance
with CAM 10-400.

1.  

2. Conduct an exit conference with the contractor
in accordance with CAM 4-304.

2.  

3. Finalize the audit report incorporating the
contractor's response and audit rejoinder.

3.  

4. If the contractor has EVMS covered contracts,
provide comments in the audit report on
whether any findings are likely to impact the
contractor's EVMS (10-407.c). Discuss
findings and recommendations relating to the
EVMS with the Contract Administration Office
EVMS Monitor prior to issuance of the report.
Immediately evaluate the impact of these findings
on specific EVMS covered contracts and
provide the details in flash EVMS surveillance
reports (11-209.2.e).

4.  

5. Update the permanent file in accordance with
CAM 4-405.1b (MAAR #3).

5.  

Total6.  

1.  

Attachment 1 -- ICM-PURC

Internal Control Matrix -- Audit Program for Purchasing Controls

Version 3.0
1 July 1999

Review and Evaluation of
Purchasing Controls

Control Objectives Control Activities Audit Procedures

1. Contractor Compliance, Training,
Policies, and Procedures
The contractor performs internal audits or
management reviews, conducts training,
and has policies and procedures for the
purchasing department to ensure the
integrity of the purchasing system.

The contractor performs internal audits or
management reviews of the purchasing
department to be sure that:
- Employees are qualified.
- Training is conducted.
- Policies and procedures exist and are
followed.

a. Determine whether any internal audits or
management reviews of the Purchasing
Department have been performed. Review
the results and note any deficiencies.
b. Determine if any required follow-up
actions were taken related to reported
findings or recommendations, or why no
actions were taken.
c. Adjust the scope of audit based on the
results of the internal audits or management
reviews.

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/043/0048Z043DOC.HTM (16 of 19) [11/19/1999 3:33:00 PM]



  The contractor has written procedures that
encompass the purchasing operation.

d. Obtain the contractor's purchasing
policies and procedures. Verify that they
include the items set forth in control
objectives 2 through 6 below.

 
The contractor has a program for
education and training of the purchasing
personnel.

e. Obtain a list of training provided to
purchasing personnel. Review the training
materials to verify that the training covers
Government purchasing regulations and
contractor procedures.

2. Purchase Orders and Subcontract
Clauses
Purchase Orders and subcontracts should
contain all flow down clauses, including
those terms and conditions required by the
prime contract, as well as any clauses
needed to carry out the requirements of
the prime contract.

The contractor flows down to
subcontracts the applicable clauses
required by the prime contract.

Verify that the contractor ensures flow down
of applicable prime contract terms and
conditions in purchase orders and
subcontracts (e.g., either the government or
contractor has access to the
subcontractor's/intercompany books and
records for audit, that billings include only
allowable costs [see CAM 6-801.1c.].

3. Management of Purchasing
The contractor should organize and
administer the purchasing department to
ensure the effective and efficient
procurement of required quality materials
and parts at the most economical cost
from responsible/reliable sources.

The purchasing files should contain
appropriate information to support the
vendor selected and the price paid.

a. Determine whether the purchasing
department is organizationally independent
to allow it to operate at maximum
effectiveness and make objective decisions.

   

b. Verify that the contractor requires the
following purchasing file data to be
maintained:
The purchase order
The purchase requisition
The request for quotation (RFQ)
Copies of the vendors' quotes
A bid tabulation sheet that summarizes and
compares vendor quotations
Certificates for the rent-free use of
Government facilities
Vendor surveys or facilities capability
reports
Source selection explanation
Price or cost analysis data
Negotiation summary
Basis for selection of contract type
Copies of technical data
Price redetermination or termination data
Correspondence between the purchasing
department and the bidders
Evidence of Small and Disadvantaged
Business enterprise consideration
Information concerning the use of special
terms and conditions and approval thereof
Departmental and management approvals, if
required
Administrative Contracting Officer
notification and consent
Certificate of Current Cost or Pricing Data,
if procurement meets the requirements
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  In accordance with FAR, a make-or-buy
program is to be established.

c. Verify that the contractor follows its
make-or-buy program. Ensure that
procedures are followed and decisions are
documented.

  The contractor has a system to inform
management of its performance.

d. Verify that the contractor has a system of
reports and controls that reflect performance
and provide the means through which the
purchasing department reports its
performance to company management.

4. Selecting Sources
The contractor should select the most
responsive and responsible sources for
furnishing required quality parts and
materials and promoting competitive
sourcing among dependable suppliers to
obtain the most reasonable prices from
sources that meet contractor quality
requirements.

Purchasing promotes competitive
sourcing to the maximum extent possible.

a. Review the following as indication of the
contractor's commitment to promote
competition:
Reports to top management
Existence and usefulness of the historical
records on parts and vendors
Extent of market survey efforts

 
The contractor has a vendor performance
rating system that evaluates price, quality,
and delivery performance.

b. Verify the implementation of a current
vendor performance rating system.

 
Written justification is provided for
single/sole source purchasing and split
awards.

c. Selectively test procurement files to
ensure compliance with FAR requirements
related to competition.

5. Pricing and Negotiation
The contractor ensures that some form of
price or cost analysis is performed in
connection with every purchasing action.

The contractor performs cost/price
analysis and technical evaluation of its
subcontractor's and supplier's
proposals/quotations.

a. Determine if the purchasing file contains
appropriate cost/price analysis and technical
evaluation (see step 3.b.).

  There is a system in place for seeking and
taking advantage of purchase discounts.

b. Verify that the contractor has a system to
negotiate and take advantage of quantity and
prompt payment discounts. Selectively
review payments to determine that the
system is working.

   

c. Verify that guidelines are in place and
followed for determining that cost effective
methods are used for processing the high
volume of low dollar orders and calls
against blanket orders and open ended
subcontracts. Include consideration of
corporate wide purchase agreements, where
appropriate.

6. Subcontract Award and
Administration
The contractor ensure that proper types of
subcontracts are selected and that there
are controls, including oversight and
surveillance, of subcontracted effort.

Contractor has guidelines for what type of
subcontracts are awarded and under what
circumstances.

a. Verify that guidelines are in place and
being followed, for determining the types of
subcontracts awarded and under what
circumstances.

   

b. Determine that the contractor notifies the
government upon award of an auditable
subcontract or intercompany order (see
CAM 6-801.1b.).
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c Verify that the contractor obtains annual
incurred cost proposals for auditable
subcontracts/inter-company orders, assure
the proposals are audited, and incorporates
the audit results into billings and proposals
to the government.

   
d. Determine that the contractor adequately
monitors financial and technical
performance.

Next Section

Open this portion of the document in Word (51 KB)
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Open this portion of the document in Word (23.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APQLOP

Audit Program for Review of the Quarterly Limitation on Payments (QLOP)
Statement

Version 2.1
1 July 1998

Defense Contract Audit Agency
Audit Program for Review of the Quarterly Limitation on Payments (QLOP) Statement

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose1.  

The purpose of this review is to verify the accuracy of the contractor's QLOP statement, if required by a
FAR 52.216-5, 52-216-6, 52.216-16, or 52.216-17 clause to the contract, to ensure that billing prices
during contract performance are within a reasonable range of the expected final prices or estimates at
completion (EACs). Identification of overpayments and other required adjustments may also be
accomplished. This audit should determine whether the contractor is consistently using the most current
cost at completion estimate for both progress payments and QLOP statements. Inconsistencies between the
documents may indicate that the contractor is seeking overpayments. Moreover, the auditor should be alert
for defective pricing leads.

2.  

FAR QLOP provisions incorporated in fixed-price-incentive (FPI) contracts and
fixed-price-redeterminable (FPR) contracts, limit payments for supplies and/or services delivered to (i)
final established prices (FFP portion of a FPI/FPR contract), (ii) estimated costs where final prices have
not been established (FPI/FPR), and (iii) proportional share of profit on the estimated costs where final
prices have not been established (FPI/FPR). The QLOP statement is the means and reporting vehicle for
these FAR provisions.

3.  

B. Scope4.  
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The scope of the QLOP statement review depends on the reliance placed on the contractor's accounting
system, internal controls, cost representations, and billing procedures (as documented in related Internal
Control Audit Planning Summaries, or ICQ for FYs 1994 and prior). If the results of prior QLOP statement
audits and billing system reviews indicate low risk, a limited review of the contractor's submittal may be
appropriate. However, if inconsistencies are observed, a detailed review of the EAC may be required. This
audit program does not replace audit judgment and may be supplemented to satisfy the needs of the
particular assignment.

5.  

C. References
1. Standard Audit Program for Progress Payments Based on Cost Incurred (APPAYCOS)1.  

2. Audit Program for Flexible Progress Payment Proposals (APPAYFLX)2.  

3. Audit Program Payments Based on Percentage or Stage of Completion (APPAYPCT)3.  

4. FAR QLOP Clauses:4.  

a. Price Redetermination -- Prospective
b. Price Redetermination -- Retroactive
c. Incentive Price Revision -- Firm Target
d. Incentive Price Revision -- Successive Targets

5.  

5. CAM 14-200, Review of Progress Payments6.  

6. CAM 11-100, Review of Contractor Compliance with Contract Financial Management
Requirements

7.  

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Preliminary Audit Steps
1. Review the contract file to determine:

a. Whether the provision for QLOP
statements is in the contract price revision
or redetermination clause as applicable
(Reference 4),

1.  

b. The cost sharing formula, target cost,
target profit, target price, and ceiling price
for the price revision type contracts,

2.  

c. Requirements for financial reporting
related to contract performance such as
CPRs, CFSRs, and C/SCSs, and

3.  

d. FFP and FPI/FPR contract items.4.  

1.  

2. Obtain the following:

a. Supporting details of the QLOP statement,1.  

b. Progress payment (SF 1443) submittal
nearest to the date of the QLOP statement,

2.  

c. Contractor-generated and/or contract-
required cost performance reports or other
related financial reports having issue dates
nearest to the QLOP statement date, and

3.  

2.  

1.  
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d. Summary listing by date of DD250s
identifying delivered items, quantity, unit
price, and extended price.

4.  

3. Review the Internal Control Audit Planning
Summaries (or ICQ for FYs 1994 and prior) for
related systems to obtain an understanding of
the contractor's policies, procedures, and related
internal controls which may impact the scope of
this audit.

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Detailed Audit Steps
1. Verify/reconcile the following QLOP statement
amounts:

a. Total contract price of delivered supplies
and services having final established prices
accepted by the government (FFP portion)
to the amount stated on both the progress
payment (SF 1443), line 21a, and the
DD Form 250 summary listing.

1.  

b. Total cost of delivered supplies and
services accepted by the government for
which final prices have not been established
as follows:

(1) If the actual cost of each item
delivered is maintained in the
contractor's accounting records,
then verify to these records.

1.  

(2) Should accounting records not be
maintained by items or services
delivered, an alternate equitable
method of allocating costs is
acceptable. For example, actual
costs incurred to date divided by
equivalent units produced or the
relationship of total estimated cost
at completion to total contract price.

(a) Determine the percentage of
cost to price by dividing the
sum of Items 12a and 12b
(total cost at completion), by
Item 5 (contract price) for
FPI/FPR items, as shown on
the progress payment request
(SF 1443).

1.  

2.  

2.  

1.  

1.  
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(b) Apply the above percentage
to the contract price of the
FPI/FPR items delivered to
determine their cost. The
amount computed should
reconcile to the SF 1443,
Item 20a.

2.  

(3) If the results of the above
computations do not provide
reasonable reconciliation to the
amounts reported in the QLOP
submittal, analyze the contractor's
methods and evaluate its
reasonableness and equity.

3.  

c. Profit on items delivered for which final
prices have not been established:

(1) Determine the reasonableness of the
contractor's computation.

1.  

(2) Complete Attachment A for the
selected SF 1443 plus for any other
required financial report
(see Step E 3.).

2.  

3.  

d. Total amount of all invoices or vouchers
for supplies delivered and accepted to
determine that the amounts represent:

(1) FFP items -- contract unit prices1.  

(2) FPI/FPR items -- contract target
prices

2.  

(3) Total contract -- reconcile to
progress payment SF 1443,
line 21a (contract price of items
delivered) and DD 250 summary
listing.

3.  

4.  

2. Determine if the sum of preceding steps E.1.a,
1.b, and 1.c is greater or less than the amount
invoiced in step E.1.d. If the amount in E.1.d is
greater than the sum of E.1.a, 1.b, and 1.c, the
contractor may have received overpayment and
the government may be due a refund or credit.
If the E.1.d amount is less than the sum of E.1.a,
1.b, and 1.c, the contractor may have been
underpaid on the contract.

2.  

3. If the contractor is required to submit other
financial reports such as CPRs, reconcile the
indicated EAC in these reports to the EAC
shown in the SF 1443. Evaluate and report

3.  
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any significant variance, as well as any
unreasonable amounts that may have been
shown for the EAC.

Note: EACs used to prepare QLOP statements
and progress payment requests should be
reconcilable and based on the same data
reflected in CPRs, budgets, or
management reports. Different estimates
could result in the government financing
contract overruns. The contractor
benefits when assuming an on-target or
underrun position for progress payments
and simultaneously reflecting an
overrun or on-target position, respectively,
for the QLOP statement. By misusing
EACs, it is possible to create overpayments
through progress payments and billing
prices.

4. If the QLOP statement being reviewed is the
initial submittal, ensure it was provided within
45 days after the end of the quarter of the
contractor's fiscal year in which the first
acceptable delivery or services performed under
this contract was made.

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Additional Detailed Audit Steps1.  

(Use separate page[s])2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

G. Concluding Audit Steps
1. Summarize audit results.1.  

2. Discuss factual matters with the contractor
as necessary.

2.  

3. Discuss with supervisor any further audit action
which may be required based on the contractor's
or ACO's reaction.

3.  

4. If exceptions are taken, discuss findings and
contractor's reaction with the ACO for possible
action and as advance notification.

4.  

5. Draft report in accordance with CAM 10-2005.  

1.  
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and 10-400.

6. Update the ICAPS as appropriate.6.  

Attachment A

Computation and Analysis for Profit of Items Delivered For Which Final Prices Have Not Been
Established

Version 2.1
1 July 1998

Contract Data

Contract: Target Cost $
Target Profit $
Target Price $
Ceiling Price $

Incentive Sharing Formula: $ _____ or _____ % for Every
Dollar Over/Under Target Cost.

1.  

Computation

Estimated Cost At Completion (EAC) for Incentive Items From Cost Performance Report (CPR) or
Progress Payment Form.

1.  

Estimated Profit Rate At Completion:
EAC (See Step E.3.) $ __________ (A)
Target Cost (TC) $ __________ (B)
Cost Over or (Under) Run $ __________ (C=A-B)
Incentive Sharing $ ___ or ___ % %__________ (D)
TC>EAC -- Add to Target Profit $ __________ (E=C*D)
EAC>TC -- Subtract From Target
Profit

$ __________ (E=C*D) *

Target Profit $ __________ (F)
Computed Profit $ __________ (G=F+E)
Percentage Profit to Cost at
Completion

%__________ (H=G/A)

Cost for Items Delivered for Which Final Prices
Have Not Been Established (Step
E.1.b)

$ __________ (I)

Profit on
Items
Delivered

$ __________ (J=H*I)

Price of
Items
Delivered

$ __________ (K=I+J) **
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* If this amount is greater then target profit then G, H, and J are negative amounts.

** For payment purposes, this amount may not exceed the billing price for the item(s) delivered as established
by the applicable FAR clause shown in part C of the audit program.

Next Section

Open this portion of the document in Word (23.5 KB)
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Open this portion of the document in Word (37 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

APTERM

Audit Program for Termination Settlement Proposals

Version 2.1
1 April 1998

Defense Contract Audit Agency
Audit Program for Termination Settlement Proposal

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope1.  

This program is intended to provide a logical sequence to the audit effort and to reflect a mutual
understanding between the auditor and the supervisor as to the scope required to meet auditing standards
and DCAA objectives for the current assignment. The audit steps in the program are intended as general
guidance and should be modified as considered necessary to fit the current audit. Those steps not required
should be marked "not applicable" (N/A).

2.  

The objective of the termination audit is to develop information and documentation to serve as a basis for
reporting, to the Termination Contracting Officer, the allowable costs, settlement expenses and profit
and/or loss under the terminated contract based on the contractor's proposal and supporting records.
Applicable government acquisition regulations will be used as criteria against which the contractor's
proposal will be measured.

3.  

B. References:4.  

1. DoD CAS Working Group Guidance 77-15
2. CAM Chapter 12 (Auditing Terminated Contracts)

5.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Steps:
1. Review guidance referenced in B. above
relating to terminated contracts.

1.  

2. Review request for audit and write
additional audit steps necessary to satisfy
specific requirements of the request.

2.  

3. Make a general review of the provisions
of the terminated contract, the notice of
termination, the contractor's settlement
proposal and supporting schedules to
determine whether the proposal contains
the information necessary to plan and
perform the audit.

3.  

4. Review the permanent files and relevant
Internal Control Audit Planning Summaries
(or the ICQ for FYs 1994 and prior) to
obtain an understanding of the contractor's
policies, procedures, and related internal
controls to identify factors which may
impact this audit.

4.  

5. Examine the settlement proposal and
supporting schedules to determine if:

a. Settlement proposal forms have
been properly prepared.

1.  

b. Certifications have been executed
properly.

2.  

c. Mathematical computations are
correct.

3.  

d. Supporting schedules covering
inventories, overhead, and similar
items are in agreement with
related items.

4.  

5.  

6. Ascertain whether the cutoff was made
promptly upon receipt of, or in accordance
with the termination notice.

6.  

7. The termination contracting officer (TCO) is
responsible for requesting that the contractor
prepare an estimate of the cost to complete
the contract. If the TCO has not done so, the
auditor should request the contractor's
estimate to complete through the TCO.

7.  

8. Request that the Government technical8.  

1.  
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representative review the estimate to complete
and percentage of completion. Telephone
requests for technical specialist assistance
should be followed up in writing as required
by CAM, Appendix D. If the auditor is able
to use alternative measures in lieu of technical
assistance to verify the accuracy of the
proposed costs, the audit working papers
should be documented as such and the audit
report should so indicate.

9. Subcontracts:

a. Determine that timely termination notices
were issued to all subcontractors.

1.  

b. Determine whether a field review of a
subcontractor's termination settlement
proposal should be obtained (FAR 49.107).
On determining and documenting the need
for an assist audit, establish whether an
assist audit has already been requested by
the TCO. If a needed assist audit has not
been appropriately requested, ask the TCO
to request any necessary assist audits.

2.  

c. If this was an audit of a terminated
subcontract, determine at the start of
the audit whether the subcontractor will
have any restrictions or reservations on
the release of the audit report to the
higher-tier contractor. If so, promptly
notify the TCO to determine whether the
settlement proposal audit should be
continued. The TCO, working with the
higher-tier contractor, may be able to
remove the subcontractor's restrictions
or reservations. Follow the guidance in
CAM 10-206.3 if the audit is completed
at the request of the TCO despite the
subcontractor's restrictions or
reservations.

3.  

9.  

10. Verify the information furnished in Section I
of SF 1435 and SF 1436 for accuracy and
completeness. This maybe done by
comparisons with contractual documents,
the termination notice, and shipping records.

10.  

11. Make selective tests covering the
mathematical accuracy of footings and
extensions of inventory schedules.

11.  

12. Ascertain that the total comprising the gross12.  
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amount of the settlement expenses, plus the
contract price of units shipped and invoiced,
does not exceed the total contract price.
(FAR 49.207).

13. Review contractor's correspondence files
pertaining to the terminated contract/
purchase order and make excerpts of pertinent
information.

13.  

14. Review SF 1439 "Schedule of Accounting
Information," and determine if accounting
practices applied to the proposal deviate
from disclosed or established accounting
procedures. Discuss deviations, if any, with
the contractor. Determine if the practices
comply with FAR 31.205-42.

14.  

15. Determine if the correct method of
submission has been utilized (total cost or
inventory basis). If the submission is on a
total cost basis, obtain evidence of approval
by the TCO.

15.  

16. Ascertain the availability of schedules or other
data prepared by the contractor in connection
with the settlement proposal.

16.  

17. Determine the extent to which the settlement
proposal includes significant interorganizational
or affiliated company profit. The auditor
should question excess charges resulting from
pricing interorganizational transactions
inconsistently with the provisions of
FAR 31.205-26.

17.  

18. Review the individual charges comprising the
settlement proposal for any items that appear
to be out of line or unreasonable in amount.

18.  

19. Examine adjusting journal entries made just
prior to effective date of termination and
those subsequent thereto with a retroactive
effect for the purpose of detecting
manipulations or loading of termination
charges.

19.  

20. In planning and performing the audit, consider
fraud risk indicators specific to the type of
audit being performed. Examples of fraud
risk indicators for the subject audit area are
contained in the following sources:

Handbook on Fraud Indicators for
Contract Auditors, Section II.
(IGDH 7600.3, APO March 31, 1993)

1.  

20.  
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CAM Figure 4-7-3, CAM 6-305,
CAM 6-404.6.

2.  

Throughout the course of the audit, document
any identified risk indicators and your response/
actions to the identified risks. If no additional
audit steps are required or no risk indicators
are identified, document this in the audit
program or working papers.

21.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Steps
1. Audit of a Settlement Proposal for Cost
Reimbursement Type Contracts: Audit
procedures for reviewing costs proposed on a
terminated cost-type contract are essentially the
same as those established for a normal incurred
cost audit. The settlement expense allowance,
however, requires action to assure proper
adjustment for indirect type expenses proposed
as a direct cost of the termination settlement. A
full termination usually requires two audit
reports: one addressing the final settlement
proposal and the other a Contract Audit Closing
Statement for vouchered costs and fee. The
later report should include a reconciliation of
both reports, summarizing total costs and fee
claimed. A partial termination claim settlement
is limited to fee adjustment.

a. If the contractor's total direct material,
labor, and indirect costs for the years
involved in the proposal have previously
been audited, check these costs for
agreement with the contractor's books and
audited indirect cost rates (CAM 12-303.2).

1.  

b. If the contractor's costs have not been
audited, perform selective incurred cost
tests of direct material, labor and indirect
costs (CAM 12-303.2).

2.  

c. The audit steps listed for audits of
fixed-price contract settlement proposals
submitted on the inventory basis (Step 2
below) should be used as appropriate to
audit incurred costs. The auditor should
modify this pro forma audit program to
incorporate these steps when auditing

3.  

1.  

1.  
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cost-type termination settlement proposals
or fixed-price termination proposals
submitted on the total cost basis.

d. Refer to CAM 12-404 for audit guidance
where costs and fee are vouchered out and
where costs and fee are submitted in
settlement proposal.

4.  

e. For a total termination, ascertain that costs
proposed for Items 1 -- 4 (SF 1437)
represent costs incurred only to date of
termination.

5.  

f. For a partial termination ascertain that
costs proposed for Items 1 -- 4 (SF 1437)
represent costs incurred only to date of
termination.

6.  

g. Continue with Audit Steps 5, 6 and
7 below.

7.  

2. Audit Steps for Fixed-Price Contract Settlement
Proposals on the Inventory Basis SF 1435: A
proposal submitted on the inventory basis
should include only those costs allocable to
the terminated effort. The proposal is limited
to those residual items resulting from the
termination. An allowance for profit or
adjustment for loss is necessary to complete
the gross settlement proposal. All unliquidated
advances and progress payments, and disposal
credits are then deducted. The principal audit
objective in reviewing a settlement proposal on
the inventory basis is to assure that the inventory
assigned is allocable to the terminated effort and
is the minimum reasonably on hand after the
exercise of prudent business practices.

a. Physical Inventory1.  

Obtain copy of Inventory Verification
Report (SF 1423) from TCO to assist in
evaluating the reasonableness of the
assigned termination inventory. Telephone
requests to the TCO for a copy of the
inventory verification report should be
followed up in writing as required by
CAM, Appendix D. Government technical
personnel have prime responsibility for
verifying inventory quantities, quality, and
physical applicability. However, if
adequate alternative measures in lieu of the
inventory verification report are used to

2.  

2.  
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verify the accuracy of the proposed
inventory, the audit working papers should
be documented as such and the audit
report so indicated.

(1) To the extent feasible, test check
inventory items for physical count
and allocability to the terminated
contract.

1.  

(2) Where practicable, determine if any
portion of undelivered termination
inventory has been lost, destroyed,
stolen, or damaged. Question the
costs if the contractor cannot
account for the undelivered
termination inventory.

2.  

b. Pricing Termination Inventory

(1) Review the method for costing
the inventories.

1.  

(2) Test raw materials, purchased parts,
and supplies inventory. (Use
statistical sampling whenever
appropriate.)

(a) Compare inventory prices to
vendor invoices and purchase
orders.

1.  

(b) Assure cash discounts or
rebates have been deducted
from invoice price or
otherwise credited to
settlement proposals on an
equitable basis.

2.  

(c) Determine that material
handling charges and similar
expenses are excluded from
indirect expense allocations
if included in material prices.

3.  

(d) Determine if these items can
be used on other work or
returned to vendor.

4.  

2.  

(3) Work in Process Inventory (WIP)

(a) WIP based on actual costs.
Trace material and labor
charges to vendor invoices
and payroll records on a test
basis.

1.  

(b) WIP based on standard costs.2.  

3.  

3.  
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Determine that standards used
are consistent with standards
in costing all work and that
equitable adjustment has been
made for variances.

(c) WIP based on estimated costs
if approved by TCO
(FAR 49.206-10). Obtain
technical assistance to help
evaluate the reasonableness
of the estimated labor hours
charged to the WIP inventory.

3.  

(d) Improperly classified materials.
Determine that raw materials
and purchased parts have not
been included in the WIP.

4.  

c. Inventory Items Generally Unallowable4.  

Review composition of termination
inventory to determine existence and
allowability of the following items:

(1) Common items. Material that can be
diverted to other work without loss
to the contractor should be
identified and questioned
(CAM 12-304.5).

1.  

(2) Material acquired prior to date of
contract. This item is ordinarily
not allowable except under certain
circumstances. Ascertain reasons
for including in inventory and
determine its validity. See
CAM 12-304.3 for guidance.

2.  

(3) Material acquired or produced in
unreasonable anticipation of
delivery schedule requirements.
Obtain assistance of technical
personnel to help determine
whether procurement or
production was unreasonably
accelerated (CAM 12-304.4).

3.  

(4) Material items that could be
returned to suppliers. Identify
and question the cost less
supplier's restocking charge,
transportation, and handling
charges (CAM 12-304.8).

4.  

(5) Material received subsequent to5.  

5.  
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termination. Examine receiving
reports and question any
substantial shipments by suppliers
after notice of effective date of
termination.

(6) Is first article inspection clause
(FAR 52.209-3g) in contract? If the
contract contains this clause and
Government approval of the first
article was not obtained, question
production costs of items other
than the first article.

6.  

d. Special Items of Production Costs

(1) Production losses (CAM 12-304.6).
Determine its reasonableness and
allocability to the terminated effort.
Costs of the termination inventory
should not include costs allocable
to units shipped.

1.  

(2) Rejected work (CAM 12-304.7).
Ascertain reporting of rejected work.
Nonreworkable rejects should not be
included in the inventory schedule.
Costs are recoverable, however, as
part of the termination settlement if
allocable to the terminated portion
of the contract. Reworkable rejects
should be listed on inventory
schedules and costed at contract
price less the estimated cost of
rework.

2.  

(3) Special tooling, special machinery
and equipment, special test equipment
(CAM 12-304.13 and 12-304.14).
Loss of useful value of these items is
allowable provided the items meet
the FAR definitions and specific
FAR 31 criteria. Verify that items
qualify under the definitions in
FAR 45.101. Obtain technical
assistance, if necessary. Determine
if costs meet the requirements of
FAR 31.205-42.

3.  

6.  

e. Other Costs7.  

Other costs frequently include such items
as initial costs, engineering costs, royalties
and patent costs, mass severance pay,

8.  
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rental costs on unexpired leases, travel
costs, and costs continuing after
termination. Frequently, cost categories
contain considerable variation. Therefore,
detailed audit guidance provided in
CAM 12-305 and should be carefully
reviewed prior to developing specific
audit steps. Determine whether
acceptable items of other costs have
been allocated to completed, terminated,
and continuing portions of the contract
on an equitable basis.

f. Costs Continuing After Termination9.  

Generally, only costs associated with
termination activities are allowable after
the effective date of termination.
FAR 31.205-42(b) allows the contractor
to recover post-termination costs
(assuming costs meet other allowability
criteria) if the costs cannot reasonably be
discontinued immediately after notice of
termination.

(1) Obtain contractor rationale for
incurring costs after termination date.

1.  

(2) Review circumstances and necessity
for incurring costs and determine if
there was reasonable effort to
discontinue their incurrence.

2.  

(3) Obtain technical advice in reviewing
the reasons for contractor failing to
immediately terminate production
or subcontractor effort.

3.  

10.  

g. Indirect Costs11.  

Techniques for auditing indirect cost pools
and indirect cost allocations are discussed
in CAM, Chapter 6, Section 6.

(1) Determine the reasonableness of the
method and base period for the
allocation of indirect expenses.

1.  

(2) Assure that any functions normally
charged indirect and reclassified
direct for this termination are
excluded from indirect allocations.
Items charged consistently indirect
according to a contractor established
or disclosed practice may be
properly charged consistently as

2.  

12.  
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direct costs in settlement proposals.

(3) Ascertain that terminated inventory
excludes indirect costs not properly
allocable because of the completion
stage of the terminated inventory
(for example, packing, shipping,
and inspection).

3.  

(4) Determine that indirect cost rates
are based on a full cost accounting
period (CAS 406).

4.  

h. General and Administrative Expense13.  

Established audit procedures for review
of GA expenses are applicable to
termination claims. See CAM Chapter 6,
Section 7, and FAR Part 31.203.

(1) Assure that costs of an indirect
nature proposed as direct termination
costs have been excluded from the
GA expense pool. See audit program
step g.2. above.

1.  

(2) Ascertain that proposed post
termination costs do not include
unabsorbed costs -- CAM 12-305.7b
(e.g., occupancy costs that would
have been allocated to the contract if
not terminated are not allowable as
costs continuing after termination).
The Armed Services Board of
Contract Appeals has held that
unabsorbed overhead is related to
the contractor's existence as an
ongoing organization and is not a
continuing cost of a terminated
contract; further the Government
is not a guarantor of the contractor's
continuing overhead nor is such
intended by the language in the
termination clause.

2.  

14.  

3. Audit of a Fixed-Price Contract Settlement
Proposal on the Total Cost Basis: The
contractor must obtain TCO approval in
advance (FAR 49.206-2) to propose a
settlement on the total cost basis (TCB). After
reviewing the contractor's records, promptly
notify the TCO if the auditor determines that
the inventory basis method rather than the total
cost basis method should be used. The proposal

3.  
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should include all costs incurred at the date of
termination plus profit and settlement expenses,
less the contract price of delivered items. A
TCB proposal differs from an inventory basis
proposal in that all costs including those
applicable to items delivered prior to
termination enter into the computation of the
TCB proposal net amount. The risk in a
TCB proposal is that the physical inventory
may not list all items included in the claimed
costs.

Audit procedures applicable to review of a TCB
proposal are the same as those used in incurred
cost audits. Audit procedures for a settlement
proposal audit submitted on the inventory basis
should be used as appropriate. Additional audit
steps follow:

a. If the contractor's total direct material,
labor, and indirect costs for the years
involved in the proposal have previously
been audited, check these costs for
agreement with the contractor's books
and audited indirect cost rates
(CAM 12-303.2).

1.  

b. If the contractor's costs have not been
audited, perform the normal selective
tests of direct material, labor and indirect
costs (CAM 12-303.2).

2.  

c. If the proposal is submitted on the total
cost basis, ascertain that there is no
understatement of the residual inventory
by matching input to residual inventories
on a test check basis. (Input less quantity
shipped, scrapped and rejected should
equal the residual inventory.)

3.  

d. Determine that proper deduction has been
made for finished products invoiced or to
be invoiced.

4.  

e. For both total and partial terminations,
ascertain that costs assigned to Items 1 -- 4
(SF 1436) represent costs incurred only to
date of termination.

5.  

4.  

4. Profit or Loss Computation -- Fixed-Price
Contract Settlement Proposal: The auditor's
responsibility is to provide as much information
as possible to assist the TCO in negotiating a fair
profit or a fair loss adjustment. The following

5.  
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financial factors should be developed and
included when possible in the audit report.

a. Using the estimated percentage of
completion and estimate to complete
obtained in Step C.7. above, compute the
profit and/or loss which would have been
experienced had the contract not been
terminated.

1.  

b. Profit is not allowable if the contract
would have resulted in a loss at completion
(FAR 49-203). If a loss contract is
indicated, compute the adjustment for loss
as required (CAM 12-308).

2.  

c. If all attempts to evaluate profit or loss on
the terminated contract are unsuccessful,
set out the following considerations for
the TCO:

(1) Rate of profit contemplated at time
contract was negotiated.

1.  

(2) Rate of profit realized on
completed items.

2.  

(3) Average rate of profit on similar
products or similar lines.

3.  

3.  

5. Settlement Expenses:

a. Analyze the items proposed for settlement
expenses and test check to supporting data.

1.  

b. Consider the possibility of duplication
through indirect cost and/or GA allocations.

2.  

c. Settlement expenses are incurred after
termination, and profit is not applicable.

3.  

d. For settlement proposals on the total cost
basis and for settlement proposals for cost
reimbursement contracts ascertain that no
settlement expense activity is claimed in
items 1-4 of SF 1436 and 1437. Indirect
cost allocated to settlement expense effort
is limited to that defined in
FAR 31.205-42(g).

4.  

6.  

6. Settlement with Subcontractors:

a. Ascertain whether the Contracting Officer
has approved or ratified the amounts of the
settlements with subcontractors.

1.  

b. Ascertain that indirect expenses allocated
to subcontract proposals are limited to
those specified in FAR 31.205-42(g).

2.  

7.  
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Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Summarize the audit findings and comment on
the acceptability of the contractor's internal
controls and the degree to which they were
relied on.

1.  

2. Hold an exit conference. Discuss all audit
conclusions with the contractors designated
official. If there are exceptions to be reported,
obtain the contractors official reaction for
inclusion in the audit report.

2.  

3. Write draft audit report and complete indexing
and cross referencing of working papers. If a
technical evaluation (Step C-8) or inventory
valuation (Step D-2) was not obtained, qualify
report accordingly.

3.  

4. Provisions in 10 U.S.C.2306a, known as the
"Truth in Negotiations Act" and FAR 15-804
Cost or Pricing Data have applicability to
termination actions. If applicable, prepare a
defective pricing lead sheet when the proposal
was based largely on estimated costs, as
opposed to incurred costs, and the associated
risks are considered high.

4.  

5. Update permanent files as necessary.5.  

1.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Additional Detailed Audit Steps1.  

(Use separate page)2.  

Next Section

Open this portion of the document in Word (37 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

NMAPINCR

Audit Program for Annual Incurred Cost Audits at Nonmajor Contractors

Version 2.4
1 April 1999

Defense Contract Audit Agency
Audit Program for Annual Incurred Cost Audits at Nonmajor Contractors

Contractor's Name: __________________________
Assignment Number: _________________________
Field Audit Office: __________________________

1.  

Date Assigned: ____________________ ___________________________

Auditor Assigned: __________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). If the reason why "N/A" is not
obvious, add an explanation. Portions of the audit which are covered in other assignments (e.g. incurred cost,
Disclosure Statement, and internal control audits) should be referenced at the appropriate place in this
program.

A. Purpose and Scope1.  

The purpose of incurred cost auditing is to determine if costs charged to auditable government contracts
are allowable, allocable, and reasonable in accordance with the contract terms and applicable government
acquisition regulations.

2.  

This program is intended to provide for the proper planning, performance and reporting of the incurred
cost audit of a nonmajor contractor. The audit steps in the program should reflect a documented
understanding between the auditor and supervisor as to the scope required to comply in an efficient and
effective manner with generally accepted government auditing standards and DCAA objectives. The
program steps are intended as general guidance and should be tailored as determined by audit risk.

3.  

B. Audit Planning Considerations
1. Upon receipt, the contractor's incurred cost submission should have been evaluated for adequacy
using the FAO's standard procedures for performing this evaluation. If additional data was required,
the submission should have been returned at that time. If the submission has not yet been evaluated
for adequacy, this assessment should be accomplished prior to beginning the audit. The adequacy
assessment should be documented on the "Non-Major Contractor MAARs Control Log and Initial
Analysis of Contractor Incurred Cost Proposal (NM-MAARs), DCAA Form 7640-24a. DCAAP
7641.90, Guidance for New Contractors, includes an example of an acceptable incurred cost
submission.

1.  

4.  
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2. The supervisor should consider using zero-based budgeting techniques to establish the budgeted
hours for this audit. To use zero-based budgeting techniques, the assignment is initiated without a
budget. The assignment is then provided to the auditor to perform the risk assessment, establish the
audit scope, tailor the audit program, determine the budgeted hours by major audit step, and total the
budgeted hours for the audit. The auditor and supervisor then review the risk assessment to discuss
and agree on the audit scope and budgeted hours for the assignment.

2.  

3. Government Auditing Standards require that the auditor obtain an understanding of the
contractor's internal control structure and assess the level of control risk associated with that
structure. The Supervisory Auditor should determine that the audit procedures in this program and
the supplemental steps added to it are tailored to meet the circumstances for the audit being
completed. Unique circumstances (such as the amount of ADV as compared to the contractor's total
business) which result in a significant change in risk may require tailoring of this program and
should be discussed with the FAO manager.

a. At smaller nonmajor contractors, the auditor's understanding and evaluation of the
adequacy of the accounting system will generally satisfy these objectives. If an accounting
system survey has not been recently performed that would apply to the years being audited,
the auditor will have to include steps to understand and evaluate the accounting system as part
of this audit.

1.  

Supervisory Guidance: Evaluate adequacy of accounting system2.  

____ð yes ð no W/P Ref: ______3.  

b. The internal control questionnaire (SHORTICQ on DIIS) should be completed for each
year being audited. If the ICQ is incomplete, it should be updated as part of this audit.

4.  

Supervisory Guidance: Update ICQ5.  

____ð yes ð no W/P Ref: ______6.  

c. To assess control risk at less than maximum which could result in reduced substantive
testing, requires that the contractor have control procedures and that these procedures have
been tested and are working. Control procedures represent independent verifications that
management has established to provide assurance that the accounting system is properly
identifying and segregating costs; and, that costs claimed on government contracts are
allowable, allocable, and reasonable. The testing of control procedures is generally a time
sensitive audit which needs to be performed during the year the costs are incurred. If the
control procedures were not tested, control risk should be assessed at the maximum.

7.  

Since smaller contractors do not generally have control procedures such as segregation of
duties or independent verifications, control risk is usually assessed at the maximum. If control
risk is assessed at maximum, substantive tests would be required for significant and sensitive
accounts. Control risk is also generally assessed at the maximum if the internal control
policies and procedures are ineffective or it would be more efficient to perform substantive
tests rather than to test the contractor's compliance with the policies and procedures.

8.  

Supervisory Guidance: Assume maximum control risk9.  

____ð yes ð no W/P Ref: ______10.  

3.  

4. The FAR, Part 31 Cost Assessment Form (DIIS "FAR-COST" FILE) should be completed during
the audit planning, preliminary, and entrance conference portions of the audit. The form should be
tailored based on prior knowledge of the contractor. Audit procedures should be prepared to
follow-up on all "YES" responses and the working paper reference for the follow-up should be noted
on the FAR Cost Assessment Form. Depending on the size and risk of the contractor, the completion
of this form should not take more than 2-4 hours.

4.  
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5. When determining whether the transaction testing MAARs (10,11,16,20) must be accomplished
for a given year at an otherwise low risk contractor, the following criteria should be considered:
transaction testing is required (i) every other year for single year audits, and, (ii) for at least one of
the years for multi-year audits (to determine and document that the contractor continues to be low
risk).

5.  

6. For example, if transaction testing was performed in the prior year and no questioned costs were
found and no other audit risks exist, transaction testing is not required in the current year. "Other
audit risks" would include audit leads surfacing since the prior audit and the results of analytical
procedures performed during this audit (e.g. assessment of risk, completion of FAR Cost
Assessment Form, analysis of permanent file data, results of reconciliation MAARs or special
purpose MAARs.)

6.  

7. The supervisor should consider multi-year audit techniques when establishing the audit scope. At
nonmajor contractors, it is usually more efficient to audit two or more years' incurred costs
concurrently. Multi-year audit techniques are discussed in CAM 6-603.6.

7.  

8. This audit program includes all of the Mandatory Annual Audit Requirements (MAARs). If a
given MAAR is not applicable or required at this location for this period because no costs have been
claimed for the cost elements related to this MAAR or because there is no material risk to the
government if this MAAR is not performed, the supervisory auditor needs to determine that there is
an explanation in the referenced working papers which supports the basis for this decision. This
audit program documents the accomplishment of all MAARs except MAARs 1, 6, and 13. The
Nonmajor MAARs Control Log and Initial Analysis of Contractor Incurred Cost Proposal (DIIS
"NM-MAARS" file) documents the accomplishment of MAARs 1, 6, and 13.

8.  

8. If time sensitive audits such as MAAR 6 -- Floorchecks, and MAAR 13 -- Purchase
Existence/Consumption, update of accounting system survey, evaluation of internal controls, or
CAS compliance testing (if contractor is CAS covered) have not yet been performed for the current
fiscal year and the current year includes flexibly priced contracts, the supervisor should consider
establishing an audit assignment to accomplish these objectives in conjunction with the incurred cost
audit.

9.  

If no other field visit to the contractor is anticipated during the current fiscal year, the auditor needs
to accomplish the time sensitive MAARs concurrently with the incurred cost audit.

10.  

Supervisory Guidance: Do time sensitive MAARs11.  

____ð yes ð no ð Auditor Assess W/P Ref: ______12.  

9. If the time sensitive MAAR 6 -- Floorchecks and portions of MAAR 13 -- Purchase
Existence/Consumption were not performed during the years being audited for contractors that do
not have low audit risk in these areas, the auditor should consider if the audit report needs to be
qualified (See CAM 10-504.1b). The auditor should also consider if audit procedures are needed to
review labor and material accounting source documents and trace transactions through the system.

13.  

10. The auditor should determine by reviewing the permanent files and prior audit working papers if
significant costs related to CAS have been identified and required compliance testing has been
accomplished. Testing for CAS 401, 402, 405, and 406 should be performed during this audit. For
other applicable CAS standards, compliance testing should be performed at least every three years,
except if the contractor has made significant cost accounting changes that would require CAS
compliance testing in the interim. Many CAS standards have been partially implemented by the
FAR Cost Principles as follows:

14.  

Standard FAR Reference Standard FAR Reference
401 31.201-1, 31.203(d) 410 31.203, 31.201-4
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402** 31.202, 31.203(a) 411 31.205-26
403 31.203, 31.201-4 412* 31.205-6(j)
404** 31.205-11(m), 31.205-16 413* 31.205-6(j)
405** 31.201-2, 31.201-6 414* 31.205.10(a)
406 31.203(e) 415* 31.205-6(i) & (k)
407 31.201-1 416* 31.205-19(a)
408 31.205-6(a) & (m) 417 31.205-10(b)
409** 31.205-11 418 31.203, 31.201-4
420* 31.205-18(b)

* These standards are incorporated by reference under most circumstances.

** These standards are substantively duplicated by the cost principles.

If the required CAS compliance testing was not performed, the supervisor should determine that
appropriate CAS compliance testing audit procedures are included in the program.

1.  

Supervisory Guidance: CAS covered

____ð yes ð no ð Auditor Assess W/P Ref: ______1.  

2.  

11. CAM 4-702.3 and Figure 4-7-3 identify "Examples of Characteristics and Types of Activity Associated
with Illegal Expenditures and Acts for Specific Audit Areas." If the auditor encounters information that
constitutes evidence or raises suspicion that fraud or other illegal acts have occurred, the guidance in CAM
4-702 should be followed.

3.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Steps1.  

1. Contractor's Submission

Obtain and review the contractor's submission to
become familiar with its contents.

2. Permanent File (MAAR 3)

Review the permanent file and prepare a list of risk
areas and items to be obtained during the field visit to
update the permanent file (See CAM 4-405.1). For
smaller contractors, the relevant permanent file data
may be included in prior years audits such as
accounting system surveys, internal control reviews or
previous incurred cost audits. Also, review the
permanent files to determine if the following items are
included for the years being audited. If not, obtain
these items at the entrance conference.
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Review each of these items and document, on a
summary working paper, whether they include areas
requiring further analysis or whether they include
accounts which should be considered in the transaction
testing plan.

a.
Copies of Federal income tax returns, state
income tax returns and payroll tax returns.

b. Copies of financial statements.

c.
Board of Directors' minutes for the years being
audited, if applicable (see CAM 3-104.16).

3.
Understanding and Evaluating the Contractor's
Internal Control Structure (MAAR 1)

a.

Review the internal control questionnaire
(SHORTICQ on DIIS) and related working
papers for the years being audited to obtain and
document an understanding of the accounting
system and any other applicable internal control
systems the contractor may have (e.g.
purchasing, compensation, or billing). The ICQ
should include working paper references which
support answers noted on the ICQ.

There should be a separate internal control
questionnaire for each contractor fiscal year. If
the internal control questionnaire and
supporting working papers are incomplete,
include audit procedures in this program to
obtain and evaluate data required to complete
the questionnaire.

Prepare a list of all significant internal controls
identifying the strong and weak controls that
need to be considered when preparing the
transaction testing plan.

Note: The successful accomplishment of this audit
requires an understanding and evaluation
of all relevant internal controls. However,
one of the most important areas is the
understanding and evaluation of the
contractor's policies and procedures for
identifying and segregating unallowable
costs in the accounting records and
excluding those costs and all directly
associated costs from the submission.
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Document understanding of the contractor's
policies and procedures for identifying and
segregating unallowable costs and directly
associated costs.

b.

Document assessment of control risk (see Audit
Planning Consideration B.3). If control risk is
assessed at the maximum, the auditor need only
document that it is at the maximum. If control
risk is assessed below the maximum, the
auditor must document the basis for this
assessment. This documentation should include
identification of the specific internal control
structure policies and procedures that are likely
to prevent or detect material misstatements,
identification of the contractor's independent
verifications of compliance with these policies
and procedures, and our tests of the contractor's
verifications and the effectiveness of the
policies and procedures.

4. CAS Compliance Testing

For CAS covered contractors, review the permanent
file to ensure all significant CAS have been identified.
Compliance testing for CAS 401/FAR 31.201-1 and
31.203(d); CAS 402/FAR 31.202 and 31.203(a); CAS
405/FAR 31.201-2 and 31.201-6; and CAS 406/FAR
31.203(e) should be performed in the applicable steps
in this audit program. Compliance on other CAS
standards should also be considered in the subsequent
steps, if applicable (See CAM 8-305). If additional
compliance testing is required, coordinate with the
supervisor and develop audit procedures to perform
the testing and include these procedures in the field
work section of the program (See Audit Planning
Consideration step B.10).

5. Government Participation

To use in assessing audit risk, calculate government
flexibly priced contracts percentages of the indirect
expense bases using the schedule of direct costs by
cost element from the contractor's submission.

6. Contract Briefs

Ascertain that each auditable contract/subcontract has
been briefed. Any contracts that have not been briefed
should be briefed in accordance with CAM 3-200. If
contractor briefs are available, test for accuracy and
completeness and establish if reliance can be placed in
lieu of auditor preparing briefs.
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Prepare a summary working paper which identifies
special terms, conditions, and any contract provision
that should be included in the audit scope, i.e. LOE
hours or rate ceilings. Note on this summary the
working paper reference where follow-up analysis has
been accomplished.

7. Other Risk Considerations

Summarize other risk considerations and document
whether any areas should be followed-up in planning
the audit scope. For example, determine from billing
and contract files any overrun contracts or contracts
with ceiling rates. The extent of overrun costs or the
comparison of the ceiling rates with the contractor's
proposed rates could significantly limit the risk and
scope of field work needed.

8. Indirect Rate Computations (MAAR 19)

Verify the mathematical accuracy of the contractors
submission including the indirect expense and cost of
money rate computations.

9. Corporate Cost Allocations

Determine if the submission includes significant
corporate cost allocations requiring assist audits.
Prepare assist audit requests as required.

10.
Direct Labor and Indirect Cost Comparisons (MAAR
8 and 15)

Compare current year's indirect cost charges to
budgets and prior year's costs. (MAAR 15)

Note: Prior to preparing these comparisons,
coordinate with the contractor to determine
if the comparisons have already been
prepared. If so, obtain a copy and review
the contractor prepared comparisons.

a.

Review forward pricing indirect expense
rate or provisional billing rate audits
performed during the years being audited
to determine if the contractor prepares
reliable budgets that would provide for a
meaningful comparison. If so, perform a
comparison of the amounts in the budgets
to the submission by expense pool and
base by element to identify any significant
variances.
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b.

Determine if the contractor's practices used
to accumulate actual costs are consistent
with practices used to prepare forward
pricing direct and indirect rates for the
same year (CAS 401/FAR 31.201-1 and
31.203(d)).

c.

Compare the submitted detail expense pool
accounts with prior years amounts to
identify any significant changes from year
to year.

d.

Perform comparative analysis of sensitive
labor accounts to identify any sensitive
labor charges that vary significantly from
the prior period and or budgetary estimates
(MAAR 8).

e.

If any significant changes or variances are
identified, include audit procedures in the
field work portion of the program to
determine the causes of these changes or
variances. Document where these items
have been followed-up. If additional audit
procedures or follow-up is not required on
any of the significant changes or variances
identified, document the reason.

11.

Determine if the contractor uses the fiscal year as
its cost accounting period. (CAS 406/FAR
31.203(e)) (See CAM 8-406.1 and 6-605 for
exceptions to the fiscal year.)

12.

In planning and performing the audit, consider
fraud risk indicators specific to the type of audit
being performed. Examples of fraud risk
indicators for the subject audit area are contained
in the following sources:

Handbook on Fraud Indicators for
Contract Auditors, Section II. (IGDH
7600.3, APO March 31, 1993)

CAM Figure 4-7-3, CAM 6-305, CAM
6-404.6

Throughout the course of the audit, document any
identified risk indicators and your
response/actions to the identified risks. If no
additional audit steps are required or no risk
indicators are identified, document this in the
audit program or working papers.
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13.

Summarize assessment of risk for areas covered
in the preliminary steps and identify items which
require follow-up during the entrance conference,
field work audit steps, or which should be
considered in preparing the transaction testing
plan. Discuss the anticipated field work scope of
audit with supervisor.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Entrance Conference1.  

Arrange and conduct an entrance
conference (see CAM 4-302). Explain to
the contractor's representatives that as
issues are developed during the audit, they
will be furnished to the contractor for
fact-finding and timely resolution. This
process should facilitate reduced audit
cycle time and efforts to respond to and
issue the audit report. Complete the FAR,
Part 31 Cost Assessment Form (DIIS
"FAR-COST"). Note or reference
follow-up action for any items which
indicate sensitive responses.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Field Work1.  

1.

Obtain and review any data needed to update the
permanent files as identified in preliminary step C.2.
(MAAR 3). Complete the working paper summarizing
any areas which should be followed-up in the transaction
testing plan or other field work audit steps.

2.

Complete the reconciliation MAARs. Summarize the
results of this effort and note whether any areas require
further analysis in other field work audit steps or identify
accounts which should be considered in preparing the
transaction testing plan.

a.

Reconcile costs claimed by major cost element
under auditable government contracts to the
contractor's general ledger or other accounting
system records (or review the contractor's
reconciliation) (MAAR 2).
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b.
Reconcile the contractor's claimed base and pool
amounts to the general ledger (or review the
contractor's reconciliation) (MAAR 14).

c.

Reconcile payroll totals (dollar value and hours)
with totals of related labor cost distribution
records. The auditor should also have the
contractor reconcile total salaries and wages to
payroll tax returns (IRS Form 941) unless a labor
system review has been performed and the payroll
preparation and payment control activities were
found to be adequate. (MAAR 9).

d.

Review financial statements and income tax
returns and identify any areas requiring further
analysis or follow-up (see CAM 3-104.16)
(MAAR 4).

3.

Complete the following MAARs. Summarize the results
of this effort and note whether any areas require further
analysis in other field work audit steps or identify
accounts which should be considered in preparing the
transaction testing plan.

a.

Review general ledger and trial balance adjusting
and closing journal entries to identify any income
or credits to which the government may be entitled
or adjustments requiring follow-up work (MAAR
5).

b.

Identify changes in direct/indirect labor charging
practices and review them for consistent
classification between direct and indirect (CAS
402), compliance with FAR 31.202, and 31.203(a),
and generally accepted accounting principles.
Verify that any changes did not improperly shift
costs among cost objectives or circumvent cost
targets or ceilings (MAAR 7).

c.

Review contractor's indirect cost allocation bases
for equity and consistency with generally accepted
accounting principles, FAR, and CAS (including
the applicability of the allocation bases) (MAAR
18). Determine if the same accounting period is
used for accumulating costs in an indirect cost pool
as for establishing its allocation base (CAS
406/FAR 31.203(e)).
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4.

Review material accounts and transactions to determine if
the material was needed for the contract, purchased in
reasonable quantities, purchased at a prudent price, and
properly accounted for in accordance with generally
accepted accounting principles, applicable acquisition
regulations, and contract terms (MAAR 13).

5.

Review and verify the contractor's schedule of auditable
type subcontracts and intercompany orders under
auditable type government contracts and subcontracts
(MAAR 12).

a.
Review the contractor's internal control system
relating to subcontracts and intercompany orders
(see CAM 6-801 a.).

b.

Arrange for any required assist audit (see CAM
6-801, 6-802, and 6-803). (Review the permanent
file to determine if there are prior assist audits that
need resolution (see step C.(2.)).

c.

Analyze assist audit results and incorporate into
the review of subcontract costs. Reconcile the
allowable costs reported for the subcontract in the
assist audit report with the claimed subcontract
costs in the contractor's submission. Follow up as
needed with the assist auditor.

6.

Determine if transaction testing is required (see B5),
including completion of summary of risk assessment for
areas covered in the previous preliminary and field work
audit steps. The extent of transaction testing audit
procedures should reflect the assessment of the risk of
material misstatement due to fraud. For example,
increased sample sizes or more extensive analytical
procedures may be appropriate. If transaction testing is
required complete step 7, if not, continue on to step 8.

7.

Transaction Testing. The purpose of transaction testing is
to determine that claimed costs are allowable, allocable,
and reasonable. Transaction testing working paper
documentation should include the following items:

Basis/criteria for selecting the individual account
for transaction testing.

Description of the universe of transactions for each
account to be tested.

Basis/criteria for selecting transactions from the
account universe for review.

Description of the nature and characteristics of the
expense for each transaction reviewed in enough
detail to make a determination of allowability.
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Conclusion on each transaction reviewed
(allowable/unallowable), and the specific criteria
(e.g., FAR, CAS, contract terms) used to make that
conclusion.

Prepare the transaction testing plan and obtain
supervisory approval. This plan has to fully consider all
significant costs, both direct and indirect. Ensure that the
plan accomplishes the following objectives and MAARs.

a.

Review and document selected indirect cost
accounts or transactions including consideration
for large dollar accounts; sensitive or high risk
accounts (including those related to sensitive
responses on the FAR Cost Assessment form);
new accounts; accounts identified with large
variances during the comparison analysis; cyclical
review; prior audit experience; and other identified
audit leads (MAAR 16).

b.

During the transaction testing, ensure that the
contractor follows consistent practices in
identifying all costs incurred for the same purpose,
in like circumstances, as either direct or indirect
only (CAS 402/FAR 31.202, 31.203(a)).

c.
Review adjusting journal entries and exception
reports for:

(1) Labor (MAAR 10)

(2) Material (MAAR 11)

(3) Indirect costs (MAAR 20)

d.

Ensure that the contractor follows consistent
practices in selecting the cost accounting period(s)
in which any types of expense and any type of
adjustment to expense are accumulated and
allocated (CAS 406/FAR 31.203(e)).

e.

The extent of required transaction testing should
be based on considering all of the following
factors: (i) assessment of control risk, (ii) prior
audit experience, (iii) materiality, and (iv) results
of the previous preliminary and field work audit
procedures performed in this audit program.

f.

Unallowable Costs (CAS 405/FAR 31.201-2 and
31.201-6): Determine if expressly unallowable,
mutually agreed to be unallowable, costs which
specifically become designated as unallowable by
contracting officer's written decision, and directly
associated costs are identified and excluded.
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Review voluntary deletions and questioned costs
for directly associated costs that should also be
excluded or questioned.

Determine that unallowable costs which are
normally included in an allocation base or bases
remain in the base or bases.

Determine that costs directly associated with an
unallowable cost, if normally included in an
indirect cost pool to be allocated over a base which
contains the unallowable cost, are allocated
through the regular allocation process.

g.

If multi-year audits are performed, transaction
testing can be limited to one year if account
balances and conditions are similar for all years
and no significant exceptions are identified. This
conclusion must be documented in the working
papers. If significant exceptions are found,
transaction testing must be expanded across all
years.

Also, when large account balances vary
significantly or conditions have changed from
year-to-year, transaction testing should be
performed for all years for these accounts.

8.

Review contractor's independent research and
development and bid and proposal (IR&D/BP) costs to
verify proper classification and compliance with advance
agreements or formula limitations (MAAR 17).

9.

Cost of Money. If the submission includes cost of money
rates, prepare audit procedures to verify the amounts on
the CASB-CMF form, Facilities Capital Cost of Money
Factors Computation. Consider limited testing if CAS 414
compliance has already been performed.

10.

Time and Material (TM) and Level of Effort (LOE)
contracts. If the submission includes any TM or LOE
contracts, prepare audit procedures to determine if the
proposed hours and rates comply with the contract
provisions.

11.

Employee Stock Ownership Plans (ESOPs). If the
submission includes any ESOPs costs, determine if the
proposed costs comply with the specific requirements of
FAR 31.205-6(j)(8). ESOPs of closely held corporations
usually have higher allowable cost risk assessments
because the company stock acquired by the ESOP may
not be traded on the open market and the majority owners
may have influence on the fiduciary activities of the
ESOP trustee.
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a.
Verify that the rate of contribution meets the
allowability criteria in FAR 31.205-6(j)(8)(i).

b.

Ascertain that the stock purchases by the
Employee Stock Ownership Trust (ESOT) were
made at reasonable prices (FAR
15.205-6(J)(8)(i)(E)).

(1)

Where no competitive market prices are
available, verify that the prices paid are
comparable on a price earnings ratio basis
to the prices of comparable companies'
stocks that are traded on the open markets.

(2)

Verify that the Trustee received an
independent financial appraisal of
purchased company stock. Review the
methods and verify the accuracy of the
accounting data used by the appraiser.

c.

Verify that the contributions of "tax credit" ESOPs
(FAR 15.205-6(j)(8)(E)(ii)) are not claimed on
Government contracts. As a minimum, Schedule
M of the contractor's Federal tax return should be
used for this verification.

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Concluding Steps1.  

1.

Summarize audit results, including the results of
testing for compliance with FAR and CAS 401, 402,
405, 406 and any other CAS standard reviewed during
this audit, for supervisory review.

2.

Incorporate the results of all assist audits (Step E.5.).
If any requested assist audits are outstanding,
follow-up with the cognizant auditor. See CAM
6-709.2 c. for guidance on issuing the audit report
without the requested assist audits.

3.
Prepare the exhibit(s) of questioned costs to be
provided to the contractor at the exit conference
including appropriate explanatory notes.

4.
Obtain supervisory reviews of working papers and
audit results. All sensitive areas should be brought to
the attention of the FAO Manager or RAM.
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5.

Conduct exit conference and provide the audit results
(including the exhibit and explanatory notes) to the
contractor (see CAM 4-304.4). The contractor's
reaction should be obtained for inclusion into the final
audit report.

6.
If the contractor agrees with the audit results, prepare
a rate agreement letter in accordance with CAM
6-708.2.

7.

If the contractor does not agree with the audit results,
prepare a DCAA Form 1 in accordance with CAM
6-900. Notify the cognizant ACO of the pending
Form 1 and the major cost issues. For audits of
subcontracts coordinate Form 1 issues with the prime
contract auditors for their preparation of any needed
Form 1.

8.

Prepare the draft report in accordance with CAM
10-500. If any questioned cost are subject to FAR
42.709 or DFARS 231.70 penalties for unallowable
costs, follow the reporting procedures discussed in
CAM 10-500.

9.
If applicable, prepare CAS noncompliance and
internal control deficiency reports.

10.
Obtain supervisory review of the draft reports and rate
agreement letter or Form 1, as applicable. The RAM
should also review the DCAA Form 1.

11.

Prepare schedule of cumulative allowable direct costs
by contract for use in accomplishing contract audit
closing statements. Communicate with the contractor
to have them provide this schedule whenever possible.

12.
Prepare any required audit lead sheets and update
permanent files (CAM 4-405.1).

13.
Prepare and review accuracy of dollars examined,
questioned costs, and sustained questioned costs
amounts for FMIS reporting.

14.

Ensure audit program steps initially approved by the
supervisor have been posted and reasons provided for
all steps not performed with appropriate working
paper references. Ensure all working papers, including
the administrative papers are complete.
Total

Next Section
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Section B
Section C
Section D
D-1
D-2
D-3
D-3b
D-4
D-4a-e
D-4f-g
D-5
D-6
D-7
Section E

__________Documentation__________ _____Source_____
1. Standard Form 1408
2. Standard Form 1407
3. Short ICQ for Nonmajor Contractors
4. Internal Control Audit Planning
Summary

FAR 53.301-1408
FAR 53.301-1407
DIIS "SHORTICQ"
DIIS "ICAPS"

The auditor is expected to review Step A-2h and obtain any required file documentation forms.1.  

General Comments

This program is intended to facilitate accomplishment of system and concurrent MAAR reviews at nonmajor
locations during a visit scheduled for another audit purpose by combining a number of audit program modules in
a single program and describing the coverage provided in each module within the "Scope" paragraph. The
modules may be used in any desired combination. The supervisory auditor will select the coverage desired by
checking the appropriate scope paragraphs.

The modules provided are suitable for concurrent MAAR and systems reviews of varying levels of complexity at
contractors ranging in size from the newcomer to government contracting through $70m CCFY dollars. The
accounting system survey will ordinarily include the completed short internal control questionnaire (ICQ) and,
for a larger nonmajor contractor, a CAS disclosure statement (D/S), supplemented by system review assignments.

Audit visits to mobile locations frequently arise from demand assignments such as price proposals, preaward
surveys and progress payment reviews. When one or more of the program modules are done in conjunction with
a demand assignment, the auditor and supervisor must not allow extended or follow-up systems work to delay
completion of the demand assignment. If noted deficiencies are so severe as to preclude contract awards and/or
progress payments, timely notice must be furnished to the requester, usually in the form of an adverse opinion. If
an audit opinion is qualified due to incomplete systems review work, a supplemental report must be issued
whenever it serves a useful purpose, and a report on any known system deficiencies should be issued in
accordance with CAM 10-400.

The preaward survey steps at D-1 can be used for all contractors, including majors. However, if the DCAA
auditor is part of a survey team preparing a full preaward review (FAR 9.106), it is unlikely that the preaward
survey steps appearing at D-1 will be adequate to be fully responsive to the request for audit and the program
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must be supplemented. The second page of the Financial Capability Review form (SF 1407) is used as a standard
method of obtaining and verifying financial capability data in audit step D-2. This step is not intended to provide
adequate guidance for a demand assignment in this area, and should be expanded in accordance with the
guidance in CAM 14-300 and with the request itself.

This audit program permits expansion of the depth and breadth of system reviews as the contractor grows. It is
likely that only the preaward survey steps D-1 and D-2 would be performed at a location which has not yet
received a contract award. If the contractor has auditable contracts, MAAR and system reviews would be added
and expanded as needed.

Supervisory review of "Scope" paragraph A-2 in light of currency of relevant permanent file information and
known system weaknesses or deficiencies is essential to efficient and effective use of audit resources. The
supervisor's selections of audit steps to be performed are preaudit instructions to the auditor and are to be
interpreted as requiring that the auditor:

1. Review the checked A-2 paragraphs.1.  

2. Mark the required audit steps in Section D. Note that it is not necessary to include an explanation of why
Section D steps were not selected; it is assumed that the supervisor knows what MAARs and systems
modules are required. With the exception of D-2, all Section D groupings selected at "Scope" paragraph
A-2 are stand-alone modules to be done as required.

2.  

3. Review the references which pertain to the modules selected.3.  

4. Select the appropriate permanent file documentation (A-2h).4.  

5. Perform those audit steps identified by the supervisor. If additional steps should be performed, the
auditor should recommend them to the supervisor and obtain advance approval.

5.  

6. Prepare all required permanent file, ICQ/VAP (if nonmajor contractor), ICAPS (if major contractor),
and MAARs control log updates as a part of the audit.

6.  

7. Integrated Guidance7.  

Accounting System Surveys and Other Audit Programs

Type of Review

Non-team Pre-award
Survey

Team Preaward Survey

Financial capability, new
or noncurrent ktr.

Financial capability,
demand assignment

MAAR 6 review

Labor Interviews

Known Labor
Deficiencies

Under $5 M

Step D-1

N/A

Step D-2

APFINCAP if needed

Step D-3b

APLABRCK

N/A

$5-70 M

Step D-1

Unlikely

Step D-2 to
document file

Supplement step
D-2
APFINCAP

Step D-3b if
needed
APLABRCK

APLABRCK

N/A

Major Contr.

Desk rev. based on perm files

Supplement Step D-1

Usually we have audited
financial statements.

APFINCAP

Step D-3a, per APLABRCK

APLABRCK

N/A

Comment

Use second page of the
SF 1407 as a standard
financial summary

FY 95 Code 10310 audit
plan. Use APLABOR/
APLABRCK
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MAAR 13 review

Purchasing Sys.

MMAS

Internal Controls

CAS

Interim Billing Rates

Billing System Review

N/A

N/A

N/A

Step D-5 SHORTICQ

N/A

Use bid rates

N/A

Step D-4

Step D-4

Same as

Step D-5
SHORTICQ

Step D-6b if new or
revised D/S

Step D-7a

Step D-7

Supplement substeps a thru f

APPURC

APMMAS major contractor
if contractor has a MMAS

ICAPS

Step D-6a if coverage
unknown; D-6c if not
covered

APBILL

APBILL

Don't do another review;
urge corrective action.

FY 95 Code 10320 step
D-4 as needed

FY 95 Code 12500; A
minimal test is required
with each audit visit if
contractor has a MMAS.

Write supplemental
steps as necessary

Use APADEQ to review
a fully covered

Assignment Code 11010

Assignment Code 11010

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

Date Assigned: ___________________

Auditor Assigned: _________________

__________________________________
Supervisor's Signature Indicating Approval
(Obtain Signature Before Starting Audit)

Note: Those steps not required should be marked "not applicable" (N/A). Portions of the audit which are
covered in other assignments (e.g. incurred cost, Disclosure Statement, and internal control audits) should be
referenced at the appropriate place in this program.

A. Purpose and Scope
1. Purpose: To provide general guidance for (a) completion of standard form 1408, "Preaward
Survey" and (b) review of the adequacy and suitability of nonmajor contractor accounting systems
and practices for accumulating costs under the type of contract to be awarded. An accounting system
is adequate if its internal controls are adequate to protect the Government's interest, and is suitable if
it is in substantive compliance with CAS (whether or not the contractor is CAS-covered).

1.  

1.  

Check
if App

2.

Scope: The supervisor should
determine the scope of the
review by marking the
applicable scope paragraphs and
enclosures listed below.

____ a. Contractors Having Less
Than $5M CCFY Dollars:
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Preaward
Survey: The
review should
be directed to
determining the
adequacy of the
accounting
system for
segregation of
costs and
interim
reporting and
the contractor's
financial
capability as
required by the
contemplated
contract.
Perform audit
steps D-1, D-2
and D-5a.
Complete
documentation
forms 1 and 2.
Prepare or
update
documentation
form 3, the
short internal
control
questionnaire
(SHORTICQ)
as appropriate.
Other
steps should be
selected only if
serious
weaknesses are
disclosed.

b.

Larger Nonmajor
Contractors, $5-70m CCFY
Dollars, and Major
Contractors, Over $70m
CCFY Dollars.

____ (1)

Preaward
Survey: If a
preaward survey
is required at a
larger nonmajor,
determine
whether the files
contain
sufficient
current (this or
last prior
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fiscal period)
data to perform
a desk review. If
so, complete SF
1408
and document
your review by
referencing in
audit steps D-1
and D-2 the
assignments on
which the
analysis is
based.
Otherwise
perform a field
review of steps
D-1 and D-2.]

____ (2)

Accounting
System Survey:
If the contractor
has at least $5
million in
annual auditable
costs or is
approaching
$5M and
exhibiting rapid
growth, the
review should
be directed
toward
preparation
and/or update
of the
SHORTICQ
(documentation
form 3) and
preliminary
review of
the suitability of
the cost
accounting
system. Perform
the audit steps at
D-5. Review the
remaining scope
sections for
reviews which
should be
performed at
this time.

c. Major Contractors, Over
$70m CCFY Dollars.
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____ (1)

Preaward
Survey: It
should be
possible to
prepare the
preaward survey
from current
data available in
the files.
Substeps in Step
D-1 are keyed
to the elements
of the SF 1408,
and should be
referenced to the
source
of responses. In
evaluating
financial
condition of a
major
contractor,
reliance should
be placed on the
annual reviews
and updates of
the
contractors
financial
capability. Step
D-2 is
inadequate to
review
financial
capability of a
major contractor
which may be in
jeopardy.
Perceived lack
of financial
capability at a
major contractor
location
should be
reviewed under
a separate
assignment.

____ (2)

Accounting
System Survey:
The accounting
system survey
for a major
contractor
consists
primarily of
completed
ICAPS and CAS
compliance
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control working
papers. Any
requirement for
systems audits
should
have been
identified and
scheduled
during the
planning
process. If a
preaward survey
reveals a control
weakness,
vulnerability
should be
assessed to
determine the
nature and
extent of
follow-up effort
required.

d. Labor Cost Allocation
Reviews:

____ (1)

If this contractor
has more than
$70m CCFY
dollars and no
labor cost
allocation
review has been
performed
during this
management
year,
perform a labor
review using the
audit program
APLABOR
under a
separate
assignment in
accordance with
the Program
Plan and
cross-reference
to audit step
D-3a.

____ (2)

(MAAR 6) If
this contractor
has less than
$70m CCFY
dollars and
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there is no
reason to
suspect labor
mischarging,
perform steps
D-3b and
-3c when no
labor review has
been performed
this FY unless
this
contractor has
no ongoing
government
business. Use
the audit
program
APLABOR or
APLABRCK as
source material
for expanding
audit step
D-3b as
necessary.

____ (3)

If this contractor
has significant
known labor
charging
deficiencies
which have not
been corrected,
the accounting
system is most
likely not
acceptable and
the report should
provide the
details on the
deficiencies
and describe the
impact of the
deficiencies on
the accounting
system.

e. Cost Accounting Standards.

____ (1)

A contractor
must file a CAS
Disclosure
Statement when
it and its
subsidiaries
exceed $10
million in
annual covered
Government
sales,
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or when it is a
division of such
an entity and
receives a
covered contract
(CAS 351.40). If
this contractor
files a D/S or
has covered
contracts
even though it
does not file a
D/S, review and
update CAS
compliance
control
schedules at this
time. (Audit step
D-6a.)

____ (2)

A contractor
becomes subject
to CAS when
awarded a
covered
contract of
$500,000 or
more (CAS 331)
except as
exempted by
331.30(b) or
subject to
modified
coverage (CAS
332). Perform
audit
step D-6b to
determine
whether the
contractor is
required to
comply
with CAS.

____ (3)

If the contractor
is exempt from
CAS perform
step D-6c. When
reviewing the
cost accounting
system of a
non-CAS
covered
contractor,
note that many
of the standards
are either
incorporated in
the FAR
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cost principles
by reference
[see comments
on applicability
at
FAR
31.201-2(b)] or
the governing
concepts are
substantially or
partially
incorporated
within the cost
principles
themselves.
Contractors
exempt or
partially exempt
from CAS are
nonetheless
covered by the
FAR principles.
A listing
follows:

Standard
401

402**
403
404**

405**

Standard

406
408
409**

FAR Reference
31.201-1
31.203(d)(1)
31.202 & 203
none
31.205-11(m)
31.205-16
31.201-2

FAR Reference
31.201-6
31.201-1
31.205-6(a)(m)
31.205-11

Standard
410
411
412*
413*
414*
415*

Standard
416*
418
420*

FAR Reference
31.203
31.205-26
31.205-6(j)
31.205-6(j)
31.205.10(a)
31.205-6(i)
31.205-6(k)

FAR Reference
31.205-19(a)
31.203
31.205-18(b)

* This standard is incorporated by reference under most circumstances.

** This standard is substantively duplicated by the cost principles.

Check
if App

____ f. Material System/MAAR 13 Review: Preliminary audit steps for
reviewing
the contractor's material system appear in Step D-4
(MAAR 13, concurrent
verification of purchased materials, includes steps
D-4a through D-4e). If a
detailed material system review is needed, perform
audit step D-4, expanded

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/047/0048Z047DOC.HTM (11 of 27) [11/19/1999 3:33:53 PM]



as necessary, in accordance with CAM 6-310 -- 6-312
and/or APMMAS.

____ g. Billing System Review: A preliminary billing system review
appears in
Step D-1g. If a detailed billing system review of a
nonmajor contractor is
desired, perform audit step D-7. Major contractor
billing system reviews
should be performed under the audit program for
assignment code 11010
using standard audit program APBILL. Use APBILL
as source material for
expanding audit step D-7 for larger nonmajors if
necessary.

h. Required file documentation:

____ #1 Standard Form 1408 (FAR 53.301-1408) "Preaward
Survey of
Prospective Contractor Accounting System."

____ #2 Standard Form 1407 (FAR 53.301-1407) "Preaward
Survey of
Prospective Contractor Financial Capability."

____ #3 Short ICQ for contractors having between $5M and $70m
CCFY
dollars (FAO DIIS, "SHORTICQ").

i. Joint Ventures, Teaming Arrangements, and Contractor
Wholly-Owned
Subsidiaries and Divisions

____ (1) If the organization under review is a joint venture, teaming
arrangement, or contractor wholly-owned subsidiary or
division, read
CAM 7-1800.

____ (2) Determine the need for a CAS Disclosure Statement in
accordance
with CAM 7-1810.

____ (3) Determine the actual relationship between the contracting
organizations
using the criteria in CAM 7-1807.

____ (4) Determine if the contractor is proposing to and/or is
accumulating and
allocating costs consistent with the actual relationship, e.g.,
if the actual
relationship more closely resembles that of a prime
contractor/subcontractor then costs should be allocated
consistent with
this type of relationship.

B. References1.  

Preaward Surveys and Internal Control Reviews:
1. CAM 5-100 "Reviews of Contractors' Internal Controls"1.  

2. CAM 5-200 "Pre-Award Surveys and Adequacy of Accounting System for Contractual2.  

2.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/047/0048Z047DOC.HTM (12 of 27) [11/19/1999 3:33:54 PM]



Requirements"

3. FAR 9-105, "Procedures (for determining contractor qualifications)"3.  

4. FAR 9.106, DFARS 209-106, "Preaward Surveys"4.  

Financial Capability Reviews:
5. FAR 52.216-16, "Quarterly limitation on payments statement" (FPI contracts); FAR 52.232-20
and FAR 52.232-21, "Limitation of Cost;" FAR 52.232-22(b), "Limitation of Funds."

1.  

6. CAM 5-202.1, "Preaward Financial Capability Survey"2.  

7. CAM 14-300 "Contractor Financial Capability Audits and Reporting"3.  

Cost Accounting System Reviews:4.  

8. CAM 8-100 "Overview of Cost Accounting Standards and Rules and Regulations"5.  

3.  

Billing System Reviews:
9. CAM 11-100, Review of Contractor Compliance with "Limitation of Costs" "Limitation of
Funds," and "Limitation of Payments" Clauses.

1.  

10. FAR clauses 52.232-16, "Progress Payments"; 52.232-20, "Limitation of Cost"; and 52.232-21,
"Limitation of Cost (Facilities)"; DFARS clauses 252.232-7000 thru 252.232-7005.

2.  

11. CAM 5-203, "Recoupment of Nonrecurring Costs on Sales of U.S. Products and Technology.3.  

12. CAM 6-1006, "Evaluation of Contractor's Procedures for Preparing Reimbursement Claims"4.  

4.  

Concurrent MAAR Reviews:
13. CAM 6-306.3a, "Accounting for Material Cost -- Audit Guidelines"1.  

14. CAM 6-405 "Observations of Work Areas (Floorchecks) Procedures."2.  

5.  

Reporting Unsatisfactory Conditions:
15. CAM 4-803, "Unsatisfactory Conditions."1.  

16. CAM 14-307, "Financial Capability Reporting Requirements"2.  

6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

C. Preliminary Audit Steps
1. Review Scope paragraphs to identify applicable
documentation forms and Section D audit steps.

1.  

2. Review audit request for matters of particular
interest to acquisition officials.

2.  

3. Review permanent files for prior surveys, results
of related audits, currency of labor MAAR 6)
review, SHORTICQ data, and relevant ICAPS
information. Permanent files or completed audit
case files may provide sufficient data to prepare
an affirmative audit report without a field visit.
Reference to audit program at the appropriate
step.

3.  

4. Obtain a current organization chart.4.  

5. Obtain a current Chart of Accounts with5.  

1.  
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descriptions of charges which can be made to
each account (Text of Accounts).

6. In planning and performing the audit, consider
fraud risk indicators specific to the type of audit
being performed. Examples of fraud risk
indicators for the subject audit area are
contained in the following sources:

Handbook on Fraud Indicators for
Contract Auditors, Sections II., III. or IV.
as applicable to the program modules
selected (IGDH 7600.3,
APO March 31, 1993)

1.  

CAM Figure 4-7-3, CAM 6-305, or
CAM 6-404.6 as applicable to the program
modules selected

2.  

"Listing of Fraud Indicators for Financial
Capability Reviews" (enclosure), if the
"financial capability" module is selected

3.  

6.  

Throughout the course of the audit, document
any identified risk indicators and your response/
actions to the identified risks. If no additional
audit steps are required or no risk indicators are
identified, document this in the audit program
or working papers.

7.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Detailed Audit Steps
1. Preaward Survey (If scope paragraph A-2a,
A-2b(1) or A-2c(1) checked):

1.  

Prepare Standard Form 1408 "Preaward Survey
of Prospective Contractor Accounting System"
(documentation form 1) as follows:

a. Proper segregation of costs. Verify that
controls exist to preclude direct charging
of indirect expense.

1.  

b. Direct costs by contract. Verify that the
contractor has either a subsidiary job costs
ledger or account receivable ledger which
accumulates costs by contract.

2.  

c. Allocation of indirect costs. Verify that
indirect costs are accumulated in logical
groupings and determine that the groupings
are allocated based on benefits accrued to
intermediate and final cost objectives.

3.  

2.  

1.  
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d. Accumulation of costs under general ledger
control. Verify that the contractor's job
cost ledger and other books of account are
reconcilable and currently posted to the
general ledger control accounts.

4.  

e. Timekeeping system. Verify that labor is
charged to intermediate and final cost
objectives based on timecards completed
and signed by employees. The timecards
should be signed and approved by
employee supervisors.

5.  

f. Labor distribution. Verify that labor cost
distribution records are reconcilable to
payroll records and that labor distribution
records trace to and from the cost
accumulation records in labor subsidiary
or general ledger accounts.

6.  

g. Interim determination of costs: Determine
that the contractor posts contract costs at
least monthly to books of account.

7.  

h. Exclusion of Unallowables: Verify that
the direct cost ledgers identify natural
expense categories in sufficient detail to
isolate unallowable costs. Review the
adequacy of the contractor's procedures
for identification and exclusion of
unallowable cost (FAR 31.201-6).

8.  

i. Costs by Contract Line Item: Can the
system be expanded to the requisite level
of detail, and does the contractor have
procedures for contract review to
determine what this level might be?

9.  

j. Pre-production Costs (Applies primarily
to manufacturing contracts): Are these
costs routinely segregated to assist in
repricing or follow-on contract pricing?

10.  

k. Limitation of Costs: Can the interim
indirect expense rates be readily calculated
from the books of accounts, and are the
interim rates routinely monitored? Are
the indirect cost pools grouped and
subtotaled within the overall expense
records? Is the cost accounting system
formally documented, with a written
description of the contents of bases and
pools?

11.  

Who is responsible for monitoring total12.  
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contract expenditure against budget, and
how frequently is this reviewed? Are
controls in place to ensure compliance
with the reporting requirements of
FAR 52.216-16 or FAR 52.232-20, -21
and -22?

l. Progress Payments (including public
vouchers): Are contractor's interim
billings of direct cost prepared directly
from the books and records, excluding
unallowable costs and (except for small
businesses) accruals other than payroll?
Can invoices be reconciled to the cost
accounts for both current and cumulative
amounts claimed? Are indirect costs
billed at approved rates? (CAM 6-1006)

13.  

m. Adequate, Reliable Data: Is the system
internally consistent for all work in house?
Can reconciliations be readily prepared, or
are extensive adjustments required?

14.  

n. Accounting system in operation. Is the
accounting system in full operation? If
not, which portions are in operation and
what is the status of implementing the
full accounting system.

15.  

2. Financial Capability (If scope paragraph A-2a
or A-2b(1) is checked):

3.  

Use the second page of SF 1407 as a survey
sheet to collect data required to evaluate
financial capability. Note: If the audit request
includes a specific request for a review of
financial capability, this step must be expanded
using the guidance in CAM 14-300.

a. Request that the contractor complete
page 1 of SF 1407 (Sections III - V).

1.  

b. Trace amounts to appropriate ledger, trial
balance or financial statements.

2.  

c. If audited financial statements or SEC
filings exist, they should be reviewed and,
if they will serve a useful purpose on other
audits, a copy placed in the Permanent File.

3.  

d. Evaluate. If the contractor's financial
stability is in question, the system is not
fully in accordance with GAAP because
the "Going Concern" hypothesis may be
invalid. Consult your supervisor.

4.  

e. If no significant weaknesses have been5.  

4.  
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identified, the information gathered in
steps D-1 and D-2 is sufficient to complete
SF 1408. This document is time-sensitive,
and should be released promptly even
though the balance of the audit is
incomplete.

3. Labor System Reviews

a. (If scope paragraph A-2d(1) is checked):
Reference the assignment under which a
MAAR 6 review has been or will be
accomplished in this fiscal year.

1.  

b. (If scope paragraph A-2d(2) is checked):

(1) Obtain and review a copy of the
timesheet. At a minimum, it should
provide for dates, assignment codes,
hours, employee identification
number, employee signature and
supervisor countersignature.

1.  

(2) Identify the timekeeper (the
individual responsible for
preliminary processing of the
timekeeping records) and have him/
her describe the procedures. If
timesheets are not prepared by the
employee but submitted directly to
the timekeeper by the supervisor
with countersignature authority
without prior upper management
approval, the system is not
acceptable and you should consult
with your supervisor before
proceeding. See CAM 6-405.3.

2.  

(3) Select a probe sample of the lesser
of 20% of the employees or 15
individuals. Obtain the most recent
timesheet submitted by each.

3.  

(4) Review the timesheets for such
attributes as: preprinted with
name and ID number, proper
signature/counter-signature;
prepared in ink; changes made
by lining out rather than write
over or correction fluid and any
unusual features you may observe.

4.  

(5) Interview the employees (6-405.3).
The contractor has the right to send
a management representative with

5.  

2.  

5.  
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you.

Confirm that the information
provided by the timekeeper is
consistent with the employees'
understanding of the system.

1.  

Have the employee explain to
you how he knows what
assignment to charge and what
assignment he will charge
today. Record the explanation.

2.  

Show the employee his last
prior time sheet. Ask him
whether it agrees with his file
copy if he has one, or his
recollections. Record
discrepancies.

3.  

Ask to see the current
timesheet. Note the date
through which it is posted.
Make informal inquiries as to
what the listed assignments
were; whether he is beginning
a new project; when he charges
indirect time, etc. until you
have enough data to form an
opinion on the employee's
familiarity with the system.

4.  

(6) Trace sampled timesheets to the
payroll and labor distribution
registers.

6.  

(7) The sample may be inadequate to
support a projected error rate for the
population. If significant deficiencies
are found, the auditor and supervisor
must select a course of action based
on the materiality of the possible
impact. If the probe sample is
inadequate to project an impact of
noted deficiencies, options include:

Discussion of the perceived
weakness and recommended
corrective action with the
contractor and a follow-up
review.

1.  

Expansion of the sample size
to one suitable for projection
of a cost impact.

2.  

7.  
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Establishment of a labor
interviews assignment.

3.  

(8) Evaluate the findings of your
review using one of the
time-shared programs discussed
in CAM Appendix B.

8.  

(9) Summarize findings and discuss
with supervisor. Take any necessary
corrective action, including (but not
limited to) discussions with
contractor, time frame for corrective
action, follow-up review and
suspension of system approval.

9.  

c. Update the SHORTICQ section C, and
the MAARs control log as appropriate.

3.  

4. Purchasing System Review/MAAR 13.6.  

Note: "Direct materials" are raw materials,
purchased parts, subassemblies etc. which
are physically incorporated in an end
product. Equipment purchased for the
buyer's use on a flow-through basis,
such as computer hardware, or
commercially available items for use in
performing the contract such as trucks
and other equipment, are not deemed
to be incorporated in the end product.
This step pertains primarily to direct
materials, and is ordinarily inappropriate
to a "services" type contractor.

a. Review the universe of receiving reports
from an immediate prior period (preceding
day or week) and select an appropriate
sample.

1.  

b. The receiving report should be a
prenumbered document containing the
same information as the purchase order,
and should identify any items not included
in the shipment. If this is not the case,
obtain a written description of how the
contractor avoids delay resulting from
missing materials.

2.  

c. Physically locate all materials appearing
on the sampled receiving reports. Note
back orders for follow-up.

3.  

d. Follow the documentation to inventory
or contract cost records. Current

4.  
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shipments may not have been entered in
the inventory/cost records. If the sampled
items have not yet been charged to
appropriate cost objectives, determine and
evaluate the time lag in postings.

(1) Costs should not be accrued to
objectives in advance of receipt of
the shipment.

1.  

(2) Costs should be charged either
directly or to inventory consistently
for all contracts.

2.  

(3) Treatment of freight-in must be
consistent for all contracts.

3.  

(4) A waiver of sales tax should be
obtained for Government contract
materials.

4.  

e. If a direct charge system, documentation
should identify the contract to which the
sampled items will be charged. Verify that
they are needed for the contract. If an
inventory system, select a current sample
of items issued from inventory to
Government contracts and verify that
they are needed for the contract.

5.  

f. Summarize results of audit. Update
SHORTICQ section D and MAARs
control log as appropriate. Refer
exceptions to your supervisor for
resolution.

-- End of Concurrent
MAAR 13 Review --

1.  

6.  

g. Follow the documentation to accounts
payable/disbursements. The sampled
items may have been invoiced when
shipped, or may not yet have been
invoiced. If necessary, draw a sample
of invoices received in a recent period.

(1) Determine and evaluate the average
payment period and the discounts
taken/lost procedures.

1.  

(2) Review the internal controls on
payment procedures (CAM 6-310.2).
Prepare an appropriate workpaper
analysis of the presence of controls
in this area as applied to your sample.

2.  

(3) Update SHORTICQ section D as3.  

7.  
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appropriate.

5. Short Internal Control Questionnaire
(SHORTICQ):

1.  

(If scope paragraph A-2a or A-2b(2) is
checked):

a. Prepare or update documentation form 3 as
appropriate, identifying any supplemental
or follow-up steps required.

1.  

b. Review the submitted organization chart
(step C-4) for currency, accuracy and
completeness (optional with A-2a).

2.  

c. If applicable, verify that the contractor has
adequate internal controls in place and
operating effectively to ensure notification/
verification of commercial sales subject to
recoupment, and compliance with the
requirement to pay non-recurring cost
recoupment charges (CAM 5-203,
DFARS Part 271). DoD research,
development, technical, and evaluation
(RDTE) and production contracts or
solicitations of $1 million or over are
required to contain a recoupment clause.
(RDTE contracts relate to the
development or improvement of a
product or technology. Production
contracts relate to providing supplies or
equipment.) When a commercial sale is
made of a product, technology or
derivative item subject to a recoupment
charge, the contractor is required to
notify the government of the sale timely
and pay the recoupment charge promptly.

3.  

2.  

6. Cost Accounting Standards (CAS)3.  

(If scope paragraph A-2e(1) is checked):
Review CAS Compliance Control Schedules
in the permanent file. Update as appropriate.
Normally an accounting system survey will
provide insight into compliance with CAS 401,
402, 410, 418 and, where applicable, 403.

a. (If scope paragraph A-2e(2) is checked):
Review the active contracts to identify
those which contain the CAS clause. If
a "trigger" contract (contract in excess of
$500,000) exists, prepare CAS compliance
control schedules.

1.  

b. (If scope paragraph A-2e(3) is checked):2.  

4.  
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Use CAS as a "yardstick" to measure the
probable acceptability of the system. Refer
significant or unusual issues in which the
contractor does not concur to your
supervisor. If a non-covered contractor's
cost accounting practices are inconsistent,
inappropriate or noncompliant, they are
often in violation of the FAR cost
principles.

7. Billing System Review (If scope paragraph A-2g
is checked): Review billing system in accordance
with CAM 6-1006. Expand program as
necessary.

a. If the contractor does not have indirect
bidding rates, obtain a submission. If the
rates have not been approved,
(FAR 42.704), review the reasonableness
of the submitted rates.

(1) Are the rates acceptable for bidding
purposes? Reference the
workpackage where the rates were
reviewed.

1.  

(2) Have the rates been adjusted for
voluntary deletions and historic
unallowable costs?

2.  

(3) Are the rates consistent with:

(a) The contractor's budgetary
data (if supported by cost
element detail?)

1.  

(b) The actual rates for the last
completed fiscal year?

2.  

(c) The year-to-date experienced
rates in the current year?

3.  

3.  

(4) If not:

(a) Can the differences be
explained?

1.  

(b) If so, is it likely that the
proposed rates will be the
final rates, or should the
rates be revised?

2.  

(c) If the differences are both
significant and unexplained,
the contractor has an
estimating system deficiency
which should be reported,
and the auditor should

3.  

4.  

1.  

5.  
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develop appropriate rates.

b. If the contractor's billing rates have been
approved, obtain a sample of current
invoices (public vouchers and progress
payment requests) and verify that indirect
billings are the lesser of the approved
rates or the rates specified in the contract.

2.  

c. Verify that interim billings are either
prepared directly from the cost accounting
records or from other records which are
reconciled to the cost accounting records
by cost element for all cost-reimbursable
work, and that D/L hours are included in
this record for labor hours, TM, and
level-of- effort contracts. If not, the
system may be unacceptable. Obtain a
full description of the billing method for
each expenditure (of hours or dollars).
Consult your supervisor.

3.  

d. If the contractor is not a small business
entitled to bill accrued costs, verify that
the contractor has procedures to prevent
invoicing of unpaid accruals other than
those permitted by the Allowable Costs
(FAR 52.216-7) or Progress Payments
(FAR 52.232-16) clause in the contract.

4.  

e. Evaluate: procedures in place for
assuring prompt payment to vendors;
accounting for discounts taken/lost; and
the accounts payable turnover in days.

5.  

f. Evaluate the procedures on items issued
from inventory:

(1) Can they be traced to issuance
document?

1.  

(2) Are they priced in accordance with
contractor's disclosed practices?
(Update compliance control
schedules for CAS 411 and 407 if
applicable).

2.  

(3) Are they issued for current use
rather than for intermediate holding?

3.  

6.  

g. On a sampling basis, verify that direct
labor hours per payroll can be traced to the
labor distribution records and that direct
labor has been billed at appropriate rates.

7.  

h. Identify controls which provide for review
of contract billing provisions, including but

8.  
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not limited to:

(1) Restriction of billing frequency.
(2) Special withholding provisions.
(3) Contractual unallowable costs.

9.  

i. Discuss deficiencies with supervisor.10.  

j. Discuss findings and recommended
corrective action with contractor
representatives. Document these
discussions.

11.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Concluding Audit Steps
1. Follow up and resolve open or partially
completed items and summarize audit results.

1.  

2. Complete, index and cross-reference W/Ps.2.  

3. Discuss audit findings with supervisor. Hold
and document exit conference.

3.  

4. Take appropriate action to effect correction
of noted deficiencies. This may include
additional audit review under an assignment
in another audit area, noncompliance or
system deficiency reports, cost suspension
or disapproval, etc.

4.  

5. If the contractor has EVMSC covered contracts,
provide comments in the audit report on whether
any findings are likely to impact the contractor's
EVMSC (10-407.c). Discuss findings and
recommendations relating to the EVMSC with
the Contract Administration Office EVMSC
Monitor prior to issuance of the report.
Immediately evaluate the impact of these
findings on specific EVMSC covered contracts
and provide the details in flash EVMSC
surveillance reports (11-209.2.e).

5.  

6. Update the permanent file.6.  

7. If unsatisfactory conditions were noted, follow
the guidance in CAM 4-800.

7.  

8. Prepare draft report and SF 1408 to be
furnished as a part of our audit report. (If
SF 1408 was prepared at the end of step D-1
to meet a due date, revise the information
furnished if necessary.)

8.  

9. If a financial capability review was requested,9.  

1.  
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prepare draft report and SF 1407. If SF 1407
was prepared at the end of step D-2 to meet a
due date, revise the information furnished if
necessary.)

Enclosure 1

Listing of Fraud Indicators, Financial Capability Reviews

Version 3.3
1 July 1998

The following are examples of fraud risk indicators relating to misstatements arising from fraudulent financial
reporting:

a. Risk factors relating to management's characteristics and influence over the control environment.
Examples include:

1. Motivation for management to engage in fraudulent financial reporting. Specific indicators might
include --

A significant portion of management's compensation represented by bonuses, stock options,
or other incentives, the value of which is contingent upon the entity achieving unduly
aggressive targets for operating results, financial position, or cash flow.

1.  

An excessive interest by management in maintaining or increasing the entity's stock price or
earnings trend through the use of unusually aggressive accounting practices.

2.  

A practice by management of committing to analysts, creditors, and other third parties to
achieve what appear to be unduly aggressive or clearly unrealistic forecasts.

3.  

An interest by management in pursuing inappropriate means to minimize reported earnings
for tax-motivated reasons.

4.  

1.  

2. Failure by management to display and communicate an appropriate attitude regarding internal
control and the financial reporting process. Specific indicators might include-

An ineffective means of communicating and supporting the entity's values or ethics, or
communication of inappropriate values or ethics.

1.  

Domination of management by a single person or small group without compensating controls
such as effective oversight by the board of directors or audit committee.

2.  

Inadequate monitoring of significant controls.3.  

Management failing to correct known reportable conditions on a timely basis.4.  

Management setting unduly aggressive financial targets and expectations for operating
personnel.

5.  

Management displaying a significant disregard for regulatory authorities.6.  

Management continuing to employ an ineffective accounting, information technology, or
internal auditing staff.

7.  

2.  

3. Nonfinancial management's excessive participation in, or preoccupation with, the selection of
accounting principles or the determination of significant estimates.

3.  

4. High turnover of senior management, counsel, or board members.4.  

5. Strained relationship between management and the current or predecessor auditor. Specific
indicators might include:

5.  

1.  
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Frequent disputes with the current or predecessor auditor on accounting, auditing, or reporting
matters.

1.  

Unreasonable demands on the auditor including unreasonable time constraints regarding the
completion of the audit or the issuance of the auditor's reports.

2.  

Formal or informal restrictions on the auditor that inappropriately limit his or her access to
people or information or his or her ability to communicate effectively with the board of
directors or the audit committee.

3.  

Domineering management behavior in dealing with the auditor, especially involving attempts
to influence the scope of the auditor's work.

4.  

6. Known history of securities law violations or claims against the entity or its senior management
alleging fraud or violations of securities laws.

6.  

b. Risk factors relating to industry conditions. Examples include:

1. New accounting, statutory, or regulatory requirements that could impair the financial stability or
profitability of the entity.

1.  

2. High degree of competition or market saturation, accompanied by declining margins.2.  

3. Declining industry with increasing business failures and significant declines in customer demand.3.  

4. Rapid changes in the industry, such as high vulnerability to rapidly changing technology or rapid
product obsolescence.

4.  

2.  

c. Risk factors relating to operating characteristics and financial stability. Examples include:

1. Inability to generate cash flows from operations while reporting earnings and earnings growth.1.  

2. Significant pressure to obtain additional capital necessary to stay competitive considering the
financial position of the entity -- including need for funds to finance major research and
development or capital expenditures.

2.  

3. Assets, liabilities, revenues, or expenses based on significant estimates that involve unusually
subjective judgments or uncertainties, or that are subject to potential significant change in the near
term in a manner that may have a financially disruptive effect on the entity-such as ultimate
collectibility of receivables, timing of revenue recognition, realizability of financial instruments
based on the highly subjective valuation of collateral or difficult-to-assess repayment sources, or
significant deferral of costs.

3.  

4. Significant related-party transactions not in the ordinary course of business or with related entities
not audited or audited by another firm.

4.  

5. Significant, unusual. or highly complex transactions, especially those close to year end, that pose
difficult "substance over form" questions.

5.  

6. Significant bank accounts or subsidiary or branch operations in tax-haven jurisdictions for which
there appears to be no clear business justification.

6.  

7. Overly complex organizational structure involving numerous or unusual legal entities, managerial
lines of authority or contractual arrangements without apparent business purpose.

7.  

8. Difficulty in determining the organization or individuals that control(s) the entity.8.  

9. Unusually rapid growth or profitability, especially compared with that of other companies in the
same industry.

9.  

10. Especially high vulnerability to changes in interest rates.10.  

11. Unusually high dependence on debt or marginal ability to meet debt repayment requirements;
debt covenants that are difficult to maintain.

11.  

12. Unrealistically aggressive sales or profitability incentive programs.12.  

3.  
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13. Threat of imminent bankruptcy or foreclosure, or hostile takeover.13.  

14. Adverse consequences on significant pending transactions, such as a business combination or
contract award, if poor financial results are reported.

14.  

15. Poor or deteriorating financial position when management has personally guaranteed significant
debts of the entity.

15.  

d. Additional risk factors at small contractors relating to financial statement validity. Examples include:

General ledger account balances and journal entries do not reconcile to financial statements
submitted.

1.  

Payroll ledgers do not reconcile to financial statements submitted.2.  

Comparative financial statement amounts for prior years do not match the amounts in prior financial
statements.

3.  

Current financial statement account balances are exactly the same as in prior years.4.  

A history of submitting false financial data exists.5.  

Account balances appear to be rounded at recurring intervals.6.  

Financial statements do not balance.7.  

Financial statements are not compiled or reviewed by an external accountant and company personnel
responsible for preparation appear unqualified.

8.  

Financial statements have apparent alterations or appear sloppy.9.  

Multiple versions of financial statements or general ledgers are found to exist.10.  

4.  

Next Section
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Open this portion of the document in Word (34 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

AUPDSCA

Application of Agreed-Upon Procedures to Contractors Certification and
Agreement With DSCA

Version 1.3
4 January 1999

Contractor's Name: ______________________________________________________

Assignment Number: _____________________________________________________

Field Audit Office: _______________________________________________________

Date Assigned: __________________________________________________________

Supervisor's Signature Indicating _________________________ Date ______________
Approval of the Procedures(Must be obtained before starting evaluation)

1.  

A. Background

1. The Secretary of Defense has designated the Defense Security Cooperation Agency (DSCA) as
the director, administrator, and supervisor of the Security Assistance Program. Responsibilities are
defined and authorized by the Foreign Assistance Act (FAA), of 1961 as amended; the Arms Export
Control Act (AECA), as amended; and other applicable statutes, Executive Orders, and Directives.
Foremost of these is the Security Assistance Management Manual, DoD 5105.38-M. Included within
the Security Assistance Program is the Foreign Military Financing (FMF) Program, which provides
loan and grant financing for Foreign Military Sales and purchases from U.S. firms, which are
defined as Direct Commercial Contracts (DCC).

1.  

2. Under the FMS Program [Ref.: CAM 7-1307], the Department of Defense acts as the agent for the
purchasing country. These procurements are fully subject to the FAR and audit oversight. However,
this is contrasted with DCC procurements, which are between the foreign government and a U.S.
firm -- with the U.S. Government performing reviews, approvals, and audits as a function of
providing the financing. DSCA requests that DCAA apply agreed-upon procedures to determine if a
contractor is in contractual compliance with the elements of the jointly signed Contractors
Certification and Agreement with Defense Security Cooperation Agency (Certification and
Agreement).

2.  

3. DCCs are agreements between the foreign government and a U.S. contractor, therefore, they are
not subject to the Federal Acquisition Regulation (FAR) or the Cost Accounting Standards (CAS).
However, the Certification that DSCA requires all contractors to sign in order to receive financing

3.  

2.  
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provides for contractor compliance with certain concepts, procedures and financial constraints that
are addressed in the FAR and DCAA's CAM.

4. Operatively, there are four different versions of the "Certification Agreement" and four different
versions of the "Guidelines." These consist of two sets for Israel and two sets for all other countries.
Each of these sets is further divided by time, since the latest revision became effective on or about
January 1995. (The original certification was dated 1985.) Therefore, the auditor should carefully
review the Contractor's Certification to ensure that the appropriate version is being evaluated.

4.  

5. These agreed-upon procedures are based on the January 1995 Certification and Agreement, and
should be revised for procedures applied to evaluate compliance with earlier versions of the
Agreement. On 4 November 1991, the Office of the Comptroller, DoD, issued a memorandum with
an attachment entitled: "Organizational Responsibilities -- Audits of Private Firms Under the
Foreign Military Financing Program." The attachment outlines the responsibilities of DSCA and
DCAA regarding evaluations of direct commercial contracts and makes it clear that only certain
elements of the Certification and Agreement are subject to evaluation by DCAA. These elements are
listed in Section E.1 of these procedures. As usual, auditors should exercise judgment with respect to
their treatment of other matters that come to their attention outside these elements.

5.  

B. Purpose and Scope

1. The objective of these agreed-upon procedures is to provide auditors with tools needed to plan,
perform, and report on their evaluation It is intended to provide a logical sequence to the evaluation
and reflects a mutual understanding between the DSCA and DCAA as to the scope required to meet
GAGAS and DCAA objectives for the current assignment. Those steps not required should be
marked "not applicable" (N/A).

1.  

2. The purpose of this evaluation is to apply procedures and to report on the contractors' compliance
with specific elements contained in its signed Contractors Certification and Agreement. If the
contractor is found to be in noncompliance with any of the certification elements, the auditor is to
describe the situation and include the amount of any corresponding/related costs in the report for
DSCA's disposition.

2.  

3. Before beginning this evaluation, the auditor should inquire about internal control reviews
performed by the contractor or its external auditors relating to this area. In those cases where internal
or external reviews have been performed, the auditor should follow guidance contained in CAM
4-1000, Reliance on the Work of Others. Before evaluating the internal controls, the auditor should
determine that the system contemplated for evaluation is material to the government.

3.  

4. These procedures do not provide for the testing of individual transactions. It is expected that
transaction test programs will be developed locally to permit the efficient gathering of evidential
matter at individual locations.

4.  

3.  

C. References

1. Guidelines for Foreign Military Financing of Direct Commercial Contracts. This DSCA
guideline provides policies and procedures for the use of foreign military financing to fund direct
commercial contracts between US industry and the government of foreign countries. The guidelines
serves as a basis for the DSCA review of the foreign government's request for approval to use
foreign military financing to fund direct commercial contracts. The scope of DCAA's evaluation
focuses on the contractor's compliance with the signed Certification and Agreement. There is a
guideline version for Israel and a version for all other countries.

1.  

2. Contractors Certification and Agreement with Defense Security Cooperation Agency. In
consideration of a grant/loan, the contractor agrees to comply with the elements/provisions of the
Certification and Agreement. The requirements imposed on the contractor by the Certification and
Agreement are contractual and not regulatory. There is a Certification and Agreement version for

2.  

4.  
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Israel and a version for all other countries.

3. Security Assistance Management Manual [SAMM], DoD 5105.38-M. This manual provides
DSCA's policies and procedures for administering US Military Assistance and Foreign Military
Sales Programs and related activities.

3.  

4. AICPA Professional Standards AT 500, Compliance Attestation; AT 600, Agreed-upon
Procedures Engagements

4.  

5. CAM 5-600, Audit of Purchasing System Internal Control; 7-1300, Selling Costs.5.  

6. FAR 3.4, Contingent Fees.6.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

D. Preliminary Procedures

1. DSCA will notify the contractor of the planned
evaluations. A copy of the notification of intent
to apply agreed-upon procedures letter is included
in a "file folder." A file folder for each contractor
selected is prepared by DSCA for use by DCAA.
Generally, the contents of the file include the
contractors Certification and Agreement, relevant
correspondence, and "audit" leads. The file is
provided to the DCAA auditor from DSCA through
DCAA Headquarters.

1.  

2. Review the file folder, and then arrange for an
entrance conference.

2.  

3. Review the FAO's permanent files and determine
if vulnerability risk assessments made for the
contractor's performance of Government
contracts also apply to commercial contracts
approved by DSCA.

3.  

4. Determine if there are any outstanding
deficiencies previously reported from reviews
of the contractor's internal controls that affect
the evaluation.

4.  

5. Determine if there is a contractor purchasing
system review (CPSR) that reported any
deficiencies that affect the evaluation.

5.  

6. Review the contractor's policies and procedures
that describe the process for ensuring
compliance with the certification agreement.
If the contractor states that written policies and
procedures do not exist, request the contractor
to prepare a written description of the
procedures that are followed. Request the
contractor to include references to the company's
policies and procedures that mandate the process.

6.  

1.  
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a. Evaluate the policies/procedures and
determine if there are potential internal
control weaknesses that could result in
noncompliances with the certification
agreement.

1.  

b. Determine if the accounting practices
applicable to DSCA contracts have adverse
cost impacts on the performance of US
Government flexibly priced contracts
performed in accordance with FAR and
CAS provisions.

2.  

7. Review DSCA's file folder for the contract,
contract modifications, and correspondence
between the foreign government, the contractor,
and DSCA. Note any special provisions and/or
agreements that might affect the items in the
certification agreement and the evaluation for
compliance.

7.  

8. Note the procedures described in the contract
for the contractor's submission of invoices, i.e.
predetermined scheduled submissions, milestone
accomplishment(s), percentage of completion,
deliveries, etc.

8.  

9. Summarize the results of the preliminary
procedures.

9.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

E. Agreed-Upon Procedures1.  

Review the elements within the applicable Certification
and Agreement. DCAA's evaluation of compliance is
limited to the following elements* for Israel and other
countries:

2.  

Element Description Element
Number

Flowdown of Terms & Conditions 4, 5, 6, 8

Commissions & other contingent fees 7, 12

Foreign Content 10, 11, 13

Down payments 14

Export transportation 15

Travel costs 16

Penalty, refund, & other reimbursement 19

* The referenced element numbers above
corresponds with the numbered element
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in DSCA's January 1995 Certification &
Agreements. The element description in
DSCA's initial agreement dated 1985,
and subsequent revisions have different
element numbers from those listed above.

1. Elements 4, 5, 6 & 8 -- Flowdown of Terms &
Conditions. Contractor agrees to include in the
written terms and conditions of each such
subcontract a statement that United States
Government funds will be used to finance such
subcontract and that acceptance of the subcontract
order will constitute acknowledgment of such
notification of US Government (USG) financing.

a. Randomly select from the contractor's
records, the names of subcontractors from
which significant purchases were made.
Review the terms and conditions of these
purchase orders and subcontracts to
determine if they include the
acknowledgment that US Government
funds are used for financing.

1.  

b. Summarize the results of the evaluation.2.  

1.  

2. Elements 7 & 12 -- Commissions & other
contingent fees. -- Contractor certifies that no
bribes, rebates, gifts, kickbacks or gratuities,
which were intended to secure the Purchase
Agreement has been or will be directly or
indirectly offered or given contrary to US law.

a. Request a schedule from the contractor to
show the names and amount(s) paid for
commissions or other contingent fees to
agent(s), broker(s), employee(s),
consultant(s) or other recipient(s) for the
contract.

1.  

b. Compare the amount(s) obtained in E.2a
above with the information in the
certification agreement and determine if the
contractor is in compliance.

2.  

c. Review the terms and conditions of the
agreements/contracts between the
contractor and recipient(s) named in the
certification agreement. Determine if the
amount paid to date plus due to be paid
through completion of the contract will
result in noncompliance.

3.  

d. Request the contractor provide the names
and amount(s) paid to any other agent(s),

4.  

2.  
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broker(s), consultant(s), employee(s), or
recipient(s) used to market and/or sell the
company's products in the buyer's country.
Review the terms and conditions of their
agreements and determine if the amount(s)
should be included in the schedule for E.2a.
above.

e. Where applicable, request the contractor to
furnish the cost for maintaining a sales office
in the buyers' country. Review the expenses
and determine if any amount(s) should be
included in the cost schedule from E.2a.
above.

5.  

f. Review the FAO's incurred cost audit files
for the contractor and determine if audit data
and information (i.e. broker/sales agent(s)
commission(s), consultant(s) fees, and
employee(s) bonuses) corroborates the
contractor's data and information furnished
for E.2d. and e. above.

6.  

g. While applying the procedures above (E.2b.
through f.) determine if any costs that are
not charged direct to the contract were
erroneously charged to flexibly priced US
Government contracts.

7.  

h. Summarize the results of the evaluation.8.  

3. Elements 10, 11, 13 -- Foreign Content.
Contractor certifies that the material or
components to be provided under the Purchase
Agreement are manufactured and assembled in
the US, purchased from US firms, and composed
of US origin components. Agrees that, if DSCA
approves financing of the dollar value of non-US
origin components or services stated in the
certification, or a specified dollar value of non-
US origin content, this value will not be
exceeded. The value of raw materials and
common hardware items which are procured by
a manufacturer from both US and foreign sources
and which are not ordinarily segregated by origin,
and which are incorporated on a interchangeable
basis into the manufacturer's products, need not
be identified.

a. Request a schedule from the contractor
that shows by supplier(s) [including
affiliate(s), segment(s) and/or joint
venture(s)] the dollar value for non-US
origin components or services and non-US

1.  

3.  
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manufactured items and components
procured and known or expected to be
procured through the time of completion
of the contract.

b. Compare the dollar value for non-US
procurements with the amount noted in
the certification agreement and determine
if the contractor is in compliance.

2.  

c. Selectively review the terms and
conditions in subcontract(s), purchase
order(s), and other agreements/
arrangements for foreign suppliers.
Verify that the amount for actual plus
scheduled purchases, if any, agrees with
the contractor's information provided for
non-US procurements.

3.  

d. Randomly select for evaluation from
appropriate contractor's records,
subcontractors' and vendors' invoices or
billings along with the corresponding bills
of lading, and receiving reports.

4.  

e. Determine if the incoming shipments were
made from domestic or foreign
manufacturers.

5.  

f. Verify the names for shipments made from
foreign manufacturers with the
contractor's information.

6.  

g. Evaluate contract freight-in costs not
evaluated in E.3d. above. Randomly select
freight billings and determine if any are for
foreign suppliers other than those identified
in E.3a. above.

7.  

h. Determine if the contractor maintains a
qualified vendor list (QVL). Selectively
compare the names of the suppliers for the
performance of the contract with the names
on the QVL. If significant purchases were
made from suppliers that are not listed on
the QVL, get an explanation from the
contractor.

8.  

i. Review the contractor's documentation for
evaluating, screening and selecting the
vendors.

9.  

j. Verify through Dun & Bradstreet or a
similar reference that the vendor is a
domestic manufacturer (not distributor).

10.  
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k. Verify that the vendor is not listed on the
ACO's list for vendors/contractors
debarred from doing business with the
Government.

11.  

l. If a satisfactory determination cannot be
made for the origin of components and
services from the procedures applied
above, consider requesting assistance from
the FAO cognizant of the subcontractor,
if possible. Our right of access or right to
information may be very limited.

12.  

m. Summarize the results of the evaluation.13.  

4. Element 14 -- Down Payments. -- Contractor
agrees to identify the full amount of any advance
payment received under the Purchase
Agreement in its accounting records as a down
payment, to apply these funds solely to the
performance of obligations under this Purchase
Agreement, and to provide a clear audit trail on
the use of these funds.

a. Determine from DSCA's contract files,
the purchase order implementation date
between the contractor and buyer (foreign
government). Review the contractor's
recorded costs, if any, incurred prior to
the purchase agreement implementation
date.

1.  

b. Review the contractor's method for
recording the amount received for the
initial or down payment invoice.
Advance payment is not to exceed 15
percent of contract price. Determine if
the total amount received was applied
toward performance of the contract.

2.  

c. Selectively review the contractor's
subsequent billings and determine if they
were made as prescribed in the contract.

3.  

d. Summarize the results of the evaluation.4.  

4.  

5. Element 15 -- Export transportation -- Agrees
that export transportation costs financed under
terms of the Purchase Agreement will be paid
only to steamship, barge, tug, and airline
companies of United States registry.

a. Determine from DSCA's contract files
whether export transportation costs for
deliverable contract items are borne by
the contractor or buyer (foreign

1.  

5.  
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government).

b. If export transportation costs are borne by
the contractor:

(i.) Request from the contractor the
name(s) of the transporting carrier(s),
the country in which the carrier(s) is
registered, and the amount paid to
date.

1.  

(ii.) If the contractor uses freight
forwarder(s) to manage exports,
obtain their name(s) and the
amount(s) paid to date. Review
the freight forwarder(s) billing
documentation and determine that
the contract items were not
exported by non-US. registered
carriers.

2.  

(iii.) Randomly select and review sales
shipping lists (or packing sheets)
for contract deliveries. Note the
name of the carrier(s) and
determine that export
transportation was not furnished
by non-US registered carrier(s).

3.  

2.  

c. Summarize the results of the evaluation.3.  

6. Element 16 -- Travel costs -- Contractor
certifies that the cost of transportation,
lodging, meals and other personal support
costs incurred by or on behalf of the
purchaser's personnel relating in any way
to this contract will be paid by the purchaser,
and that these costs will not be financed, in
whole or in part, with funds received from
the US Government under the Purchase
Agreement either directly or indirectly.

a. Evaluate contract costs for travel,
transportation, lodging, meals and other
personnel support expenses, and verify
that none is for the foreign purchaser's
personnel [neither for casual visit(s) nor
training under the contract].

1.  

b. Evaluate the FAO's incurred cost audit files
for the contractor, and determine that there
are no travel expense exceptions that pertain
to foreign government personnel.

2.  

c. Summarize the results of the evaluation.3.  

6.  

7. Element 19 -- Penalty, refund, & other7.  
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reimbursement. Contractor agrees that any
penalty payment, refund, or other
reimbursement due to the purchaser pursuant
to the Purchase Agreement will be paid to the
US Government for credit to the FMS trust
fund account of the purchaser.

a. Evaluate the contractor's transaction(s)
recorded for penalty payments, refunds,
or other reimbursement made to the
foreign government, and determine that
the amounts are credited to purchaser's
account.

1.  

b. Summarize the results of the evaluation.2.  

Staff Hours
Budget Actual

W/P
Ref.

Auditor's
Initials

and Date
Complete

F. Concluding Steps

1. Summarize the results of the application of
agreed-upon procedures.

1.  

2. Complete the index and cross-reference the
working papers.

2.  

3. Discuss results with supervisor. Coordinate
significant or unusual issues with DSCA.
Coordination should be both before and after
discussion with the contractor.

3.  

4. Prepare (for follow-up) audit lead sheets for
disclosure of commercial contract costs
erroneously charged to indirect accounts that
will eventually be allocated to US Government
flexibly priced contracts.

4.  

5. Hold an exit conference with the contractor in
accordance with CAM 4-304. Discuss each
exception with the contractor and request a
response for inclusion in the report.

5.  

6. If the evaluation discloses information that raises
suspicion of fraud or other illegal acts, refer the
matter by completing DCAA Form 2000
(see CAM 4-700).

6.  

7. Prepare the agreed-upon procedures report.7.  

1.  

Total
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

JNTCIPRPEN

Defense Logistics Agency (DLA) and Defense Contract Audit Agency
(DCAA) Contractor Insurance/Pension Review Program for Incurred

Pension Cost

Version 1.1
1 July 1998

Defense Logistics Agency (DLA) and Defense Contract Audit Agency (DCAA) Contractor Insurance/Pension
Review Program for Incurred Pension Cost

Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

DLA/DCAA Approval

Signature and Date _________________

Signature and Date _________________

Note: This program must be tailored to the requirements of each review, based on the type of pension plan
involved, the actuarial cost method used by the contractor for defined benefit plans, CIPR risk assessment, prior
CIPR coverage, etc. In almost all cases, CIPRs will be accomplished as a joint effort between DCAA and DLA.
Accordingly, the program should reflect a mutual understanding between the CIPR team members and their
supervisors as to the scope required to meet government auditing standards and DLA/DCAA objectives for the
pension review/audit assignment.

A. Purpose and Scope1.  

The purpose of this review is to determine whether a contractor's pension costs incurred on Government
contracts meet the measurement and allocability requirements of Cost Accounting Standards (CAS) 412 and
413, and are allocable, reasonable, and allowable per the applicable provisions of Federal Acquisition
Regulation (FAR) Subpart 31.2. When pension costs are viewed as part of a total compensation review,
additional reasonableness considerations may arise which are not addressed by this program.

2.  

The steps in the joint review program are intended to cover all aspects of pension accounting under various
actuarial cost methods used to fund and cost employer pension plans. Full implementation of the audit steps
requires (a) knowledge of the basic concepts of pension accounting; (b) familiarity of actuarial terminology;
and (c) understanding of CAS 412, 413, and FAR 31.205-6(j) requirements. The CIPR team members should
have a full understanding of the contractor's pension plan provisions and methods used for funding and

3.  
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paying pension benefits.

This program is not intended to be all inclusive. However, the review/audit steps listed are considered
necessary, if applicable to the plan being reviewed, to provide an unqualified opinion on plan costs. The
program should be supplemented as necessary to cover additional pension areas unique to individual
contractors.

4.  

Pre-planning Team Meeting. The DCMC/DCAA team members will coordinate on the nature and
objectives of the audit/review, noting any specific requirements and select a team leader. DCAA will be
responsible for performing contract audit responsibilities related to CAS. The team will also identify and
assign a team member responsible for performing the any audit steps necessary to satisfy specific information
requested by the ACO. The team will then prepare consolidated a data request to the contractor listing the
data and documents necessary to accomplish the joint audit/review objectives. The team will decide which
team member or Agency will issue the final report to the ACO.

5.  

Reporting CIPR Results. Each agency will perform their portion of the CIPR program, however, only one
CIPR report will be issued to the ACO. The team leader will normally issue the CIPR report and incorporate
the results of the other team member's report and include it as an attachment.

6.  

B. References
1. FAR 31.205-6(j) -- Pension Costs1.  

2. FAR 52.216-7 -- Allowable Cost and Payment Clause2.  

3. FAR 52.232-16 -- Progress Payments3.  

4. CAS 412 -- Composition and Measurement of Pension Cost4.  

5. CAS 413 -- Adjustment of Pension Cost5.  

6. DLA One Book, Chapter VI6.  

7. DCAA Contract Audit Manual (CAM) 7640.1, Topical Index References -- Pension7.  

8. Employee Retirement Income Security Act of 1974 (ERISA)8.  

9. Current Periodicals and Publications (e.g. Wyatt Company Survey)9.  

10. FASB Statement No. 88 -- Employer's Accounting for Settlement and Curtailments of Defined
Benefit Pension Plans and Termination Liabilities.

10.  

11. Internal Revenue Code Section 412 -- Regulations 1.412(c)-1 -- Valuation of Plan Assets;
Reasonable Actuarial Valuation Methods.

11.  

12. Actuarial Standards Board Recommendation No. 4, Measuring Pension Obligations.12.  

7.  

C. Preliminary Review Steps8.  

  Responsible
Agency Hours

W/P
Ref.

Initials
and Date

Completed

1.

Review DLA One Book, CAM 8-412, CAM
8-413, and CAM 7-600, and subsequent
Headquarter's guidance, memorandums and
regional instructions.

DCMC/
DCAA

     

2.

Review information in the permanent pension file,
or obtain the following:

a. Provisions of the pension plan(s)
and early retirement plans

DCMC/
DCAA
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b. Special CIPR/Audit reports and
related workingpapers on
contractor's pension cost

DCMC/
DCAA

     

 
c. Contractor's CAS Disclosure
Statement

DCMC/
DCAA

     

  d. Actuarial Reports
DCMC/
DCAA

     

 
e. DOL/IRS Form 5500 with
attachments including Schedule
A & B

DCMC/
DCAA

     

  f. Funding Agency Agreement
DCMC/
DCAA

     

  g. Pension Trust Annual Report
DCMC/
DCAA

     

 

h. Written summary of contractor's
pension accounting, funding
practices, and statistics of pension
costs allocated to Government
contracts

DCMC/
DCAA

     

 
i. Contractor's internal and
independent auditor's report on
pension plan activities

DCMC/
DCAA

     

 
j. Schedule M of contractor's
Federal Tax Return

DCMC/
DCAA

     

 
k. Contract clauses and advance
agreements on pension costs
(when applicable)

DCMC/
DCAA

     

 
l. Information in memorandums of
negotiation covering pension costs

DCMC/
DCAA

     

 
m. Forms 10-K and 10-Q including
shareholder proxies

DCMC/
DCAA

     

3.

Perform risk assessment and establish audit scope
by assigning the detailed audit/review steps
identified below to individual DCMC/DCAA team
members.

DCMC/
DCAA

     

4. Attend the CIPR conference with the contractor.        

 
a. Discuss pension plan activity since
the last review.

DCMC/
DCAA

     

 
b. Obtain updated information for
review/audit.

DCMC/
DCAA

     

D. Detailed Review Steps1.  

  Responsible
Agency Hours

W/P
Ref.

Initials
and Date

Completed
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1. Defined Contribution Plans        

 

a. Ensure that plan is defined
contribution plan and verify that
contributions are properly
computed and allocated correctly
to the applicable segment's
overhead.

DCAA      

 

b. Ascertain that applicable
forfeitures, dividends, or refunds
are properly credited to the cost of
contributions (CAS 412.40(a)(2))
when applicable.

DCAA Lead      

 

c. Determine that contractor's
compliance with the quarterly
funding requirements of
FAR 52.216-7 and FAR 52.232-16
for interim billings and progress
payments requested during the
accounting period.

DCAA      

 

d. Verify that pension costs for
closely held corporations are
deductible for federal income tax
purposes. Costs not deductible
pursuant to the IRC should be
disallowed following the process
outlined in FAR 31.205-6(b)(2).

DCAA      

 

e. Verify that the rate of
contribution for Employee Stock
Ownership Plans (ESOP) meets
the allowability criteria in
FAR 31.205-6(j)(8)(i)(A) and (B).

DCAA Lead      

 

f. Ascertain that the stock purchases
for the ESOP were made at
reasonable prices
(FAR 31.205-6(j)(8)(i)(E)).

DCMC Lead      

 

g. Verify contributions for "tax
credit" ESOPS
(FAR 31.205-6(j)(8)(ii)) are not
claimed on Government contracts.

DCAA Lead      

2. Defined Benefit Plans        

 
a. CAS Balance Test
(CAS 412.40(c))        

 
(1) Identify the outstanding
balances of unamortized
"charge" bases.

DCMC      
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(2) Identify the outstanding
balances of unamortized
"credit" bases.

DCMC      

 
(3) Identify the accumulation of
previous unallowable cost in
accordance with CAS.

DCMC      

 
(4) Identify the accumulation
of prepayment credits.

DCAA Lead      

 

(5) Calculate the difference
between the actuarial
value of assets and
liabilities.

DCMC      

 
(6) Test that step 5 equals
[(1)-(2)-(3)+(4)].
Reconcile any differences.

DCMC      

  b. Assignment of Pension Costs        

 

(1) Compute the assignable cost
limitation by determining the
excess of the actuarial
accrued liability plus the
normal cost over the
actuarial value of plan assets
(CAS 412.30(a)(9)).

DCMC      

 

(2) Verify pension cost assigned
to a cost accounting period
does not exceed the
assignable cost limitation
(CAS 412.50(c)(2)(ii)).

DCMC      

 

(3) Verify pension cost assigned
to a cost accounting period
does not exceed the ERISA
maximum tax deductible
amount plus any
prepayment credit
(CAS 412.50(c)(2)(iii)).

DCMC      
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(4) Ascertain that amounts
computed in excess of the
ERISA max. tax deductible
limit are assigned to future
accounting periods as an
assignable cost deficit
(CAS 412.50(c)(2)(iii). If
reassignment of amounts
originated in cost accounting
periods prior to 30 March
1995, ensure that the
claimed costs have not been
previously allocated as cost
or price to contracts in
accordance with
CAS 412.64(a)(1).

DCAA Lead      

  c. General        

 

(1) Reconcile the pension cost
recorded on the contractor's
books of account (including
memorandum records) to the
contractor's actuarial reports
and pension contributions.

DCAA      

 
(2) Review actuarial reports and
determine any significant
changes from the prior year.

DCMC      

 

(3) Break out and summarize
the elements that make up
total CAS pension cost
(CAS 412.40(a)(1)) from the
data available in the actuarial
report as follows:

-- The Normal Cost of the
Period

-- A part of the Unfunded
Actuarial Liability

-- An Interest Equivalent on
the Unamortized Portion
of any Unfunded Actuarial
Liability

-- An Adjustment for any
Actuarial Gains and
Losses

Reconcile, as necessary,

DCMC      
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each element to supporting
actuarial report schedules to
ensure the claimed pension
cost is accurate.

 

(4) Review pension plan
changes and determine if
they are discriminatory to
the Government or are not
intended to be applied
consistently for all
employees under similar
circumstances in the future.

DCMC      

 

(5) Verify whether pension
supplements (excluding early
retirement benefits) under
the basic plan are available
to all participants as required
for cost allowability
purposes
(FAR 31.205-6(j)(2) (ii).

DCMC      

 

(6) Review pension cost
recorded for financial
purposes and amounts used
for Federal income tax
computations (Schedule M-1
of contractor's Federal tax
return). Determine whether
adjustments for tax purposes
have any effect on the
amount of pension costs
computed under CAS 412
and 413.

DCAA Lead      

 

(7) Determine whether the
current year's pension cost
contains previously
disallowed amounts
(CAS 413.40(a)).

DCMC      
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(8) Benchmarking
Requirements: Determine if
pension plan benefits, when
combined with other
retirement benefits, fall
within the range of benefits
provided by other
contractors of like size in the
same industry. If the
benefits appear
unreasonable, notify DCAA
that a compensation audit
should be performed to
determine whether total
compensation costs are
unreasonable.

DCMC      

  d. Actuarial Gains and Losses        

 

(1) Verify that actuarial gains
and losses (operating) are
computed annually
(CAS 413.40(a)).

DCMC Lead      

 

(2) Determine that actuarial
gains and losses are included
from all sources with
emphasis on reviewing fund
earnings (CAS 413.30(a)(1)
and (3)).

DCMC Lead      

 

(3) Obtain or prepare a schedule
of annual actuarial gains and
losses for major economic
assumptions such as; interest
rate, salary increase, and
withdrawal assumptions
(including retirements) or
the last two years. Ascertain
the reason for significant
variances. This information
should be used when
performing steps in "f"
below.

DCMC Lead      

  e. Actuarial Assumptions        

 

(1) Actuarial Interest Rate: An
evaluation of the
reasonableness of the
interest rate assumptions
should reflect long term
expectations and include
the following:

       

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/049/0048Z049DOC.HTM (8 of 21) [11/19/1999 3:34:14 PM]



 

(a) Obtain the trust's rate
of earnings for the last
5 years. Verify that
the rate is computed as
a percent of total asset
market value and
includes all
income from all
sources including
realized and unrealized
appreciation of assets.

DCAA Lead      

 

(b) Analyze major
variations of annual
percentage of earnings
for cause and effect.
Review trust's
portfolio of assets for
recent years and
determine any changes
in the investment/
management
philosophy of the
Trustees.

DCAA Lead      

 

(c) Review the
Independent Auditor's
report and any other
financial reports for
pension data such as
the actuarial cost
method used to
compute the reported
pension liabilities, the
interest rate
assumption, etc.

DCAA Lead      

 

(d) Determine and
compare the
contractor's interest
rate assumptions used
to compute pension
cost of commercial
and Government
segments. Reasons for
any differences should
be explored and
information used in the
evaluation of the
interest rate
Government segments.

DCMC      
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(e) Obtain the
contractor's
projections of trust
fund earnings for
future years.

DCMC lead      

 

(f) Compare the
contractor's interest
rate to rates used by
other companies.

DCMC Lead      

 

(g) Based on the
information gathered
in above steps, assess
the reasonableness of
the interest rate
assumptions.

DCMC Lead      

  (2) Employee Withdrawals        

 

(a) Compare the employee
withdrawal
assumptions
to the contractor's
actual experience for
the last 5 years.

DCMC Lead      

 

(b) Determine if special
factors for unusual
employee withdrawals
are included in the
calculation.

DCMC      

 

(c) Determine whether the
cost associated with
such factors has been
properly allocated to
segments.

DCAA      

  (3) Mortality Rates        

 
(a) Verify consistent
application of
mortality rate.

DCMC Lead      

 

(b) Determine that the
mortality table being
used is appropriate for
the population.

DCMC      

  (4) Retirement Ages        

 

Verify that the factors used
for retirement ages
reasonably represent the
contractor's experience.

DCMC Lead      

  (5) Disability        
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Review disability assumption
to determine the
reasonableness, consistent
application, and reasons for
changes. Consider
materiality.

DCMC Lead      

  (6) Projected Salary Escalation        

 
These steps apply to
projected benefit cost
methods.

       

 

(a) Compare the projected
salary escalation
assumptions to the
contractor's actual
experience for the last
5 years.

DCMC Lead      

 

(b) Verify that the
contractor is not using
a low projected salary
scale as an offset for
use of a low interest
rate assumption.

DCMC Lead      

  f. Actuarial Value of Assets        

 

(1) Ensure that the asset
valuation method is a
recognized asset valuation
method in accordance with
CAS 413.50(b)(2).

DCAA Lead      

 

(2) Review the contractor's
method for valuing assets
such as land, debt, securities,
and assets held by others for
the pension trust (insurance
contracts, mutual asset fund,
second trust, etc.). Verify
the contractor values these
assets properly. Compare
the valuation method to the
illustration in
(CAS 413.60(b)(1))

DCAA Lead      

 

(3) Verify the contractor's
actuarial value of assets falls
within 80/120 corridor of the
market value of pension
assets ((CAS 413.50(b)(2)).

DCAA Lead      
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(4) Verify asset value
adjustments resulting from
the valuation of assets are
included in the amounts of
actuarial gains and losses
((CAS 413.50(a)(1) & (2)).

DCAA Lead      

 
(5) Verify that the valuation
method is consistently
applied (CAS 413.50(b)(3)).

DCAA Lead      

  g. Funding the Pension Trust        

 

(1) Review Schedule B of Form
5500 and determine if the
pension cost claimed during
the accounting year on
Government contracts was
actually paid to the pension
trust on a quarterly basis as
required by the Contract
Allowable Cost and Payment
Clause.

DCAA Lead      

 

(2) In conjunction with (1)
above, verify payments to
the trust during the current
accounting period are
actually for contributions
computed for the accounting
period.

DCMC Lead      

 

(3) Verify that all pension
contributions were paid by
the time set for filing the
contractor's Federal income
tax return
(FAR 31.205-6(j)(3)(i)).

DCAA Lead      

 

(4) If the contractor has
obtained an ERISA funding
waiver, determine that the
waived amount is treated as
an assignable cost deficit,
amortized using the same
amortization period used for
ERISA purposes
(CAS 412.50(c)(5)).

DCMC      

  h. Amortization Periods        
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(1) Verify that the proper
amount of actuarial gains
and losses from plan
operations are amortized in
equal annual installments
over 15 years
(CAS 413.50(a)(2))

DCMC Lead      

 

(2) Verify that amounts
resulting from a change in
actuarial assumptions are
properly computed and
amortized over a 10 to 30
year period.
(CAS 412.50(a)(1)(iv)
& (v).

DCMC Lead      

 

(3) Verify initial unfunded past
service liability is being
properly computed and
amortized over a 10 to 30
year period (40 years if the
plan predates 1/1/74)
(CAS 412.50(a)(ii))

DCMC Lead      

 

(4) Determine that amounts
resulting from plan
amendments are amortized
over a 10 to 30 year period
(CAS 412.50(a)(2)(iii)).

DCMC Lead      

 

(5) Verify the contractor
complies with
CAS 412.50(a)(3) which
states that a contractor must
follow a consistent disclosed
or established policy of
selecting amortization
periods for unfunded
actuarial liabilities

DCMC Lead      

 

(6) Verify contractor's
compliance with agreed to
amounts and amortization
periods for any
CAS 413.50(c)(12)
adjustment.
(CAS 413.50(c)(12)(vii)).

DCAA Lead      

 

(7) Verify that any assignable
cost deficit is amortized
over a 10 year period as
required under
CAS 412.50(a)(1)(vi).

DCMC Lead      
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i. Allocation of Pension Cost to
Segments        

 

(1) Verify the contractor's
allocation base is
representative of factors that
make up the pension cost
(CAS 413.50(c)(1)).

DCAA Lead      

 

(2) Verify that computation of
the allocation base is
accurate and properly
applied.

DCAA Lead      

  j. Pension Segmentation        

 

(1) Determine if conditions
exist that would require
segment accounting
(CAS 413.50(c)(2) and (3)).

DCAA Lead      

 

(2) When computations are
changed from a composite
calculation to segment,
determine if pension assets
are allocated in accordance
with the provisions of
CAS 413.50(c)(5).

DCAA Lead      

 

(3) When information is not
readily available to perform
a historical reconstruction
of a segment's assets
pursuant to
CAS 413.50(c)(5)(i),
verify that:

       

 

(a) recalculation of the
actuarial liability was
based on the same
actuarial cost method
used to compute cost
(CAS 413.50(c)(5)
(ii)).

DCMC Lead      
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(b) previously unallowed
unfunded liabilities are
separately identified
and excluded from the
base used to allocate
plan assets. Also, any
portion of the
previously
liability is
identified from future
cost calculations
(CAS 412.50(a)(2)).

DCAA Lead      

 

(4) Determine whether the
contractor merged pension
plans since the last period
reviewed. If so, determine if
the contractor has complied
with the provisions of
CAS 413.50(c)(3).

DCAA Lead      

 

(5) Verify investment earnings
of the trust are allocated in
accordance with
CAS 413.50(c)(7).

DCAA Lead      

 

(6) Determine if the transfer of
active employees among
segments distorts the ratio
of assets to the actuarial
accrued liabilities.

DCAA      

 

(7) If so, ensure that a
corresponding transfer of
assets equal to the
employee's actuarial accrued
liabilities, determined using
the accrued benefit cost
method, is made in
accordance with
CAS 413.50(c)(8).

DCMC      

  k. Pension Trust Activities        

 

(1) Trace accounting for plan
assets and liabilities in the
Trustee report to actuarial
reports.

DCMC      

 

(2) Review expenses of the
trust and determine their
necessity and
reasonableness.

DCMC      
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l. Funding Requirements for
Qualified Plans        

 

(1) Determine if there are any
prepayment credits. Ensure
that prepayment credit
carryovers to future years
are separately identified in
accordance with
CAS 412.50(a)(4).

DCAA Lead      

 

(2) If audit adjustments are
necessary for failure to fund
quarterly, compute the
amount of the unallowable
increased cost due to the
loss of earnings from
contract costing/billing.

DCMC      

 

(a) If quarterly funding
was not made, verify
that the contractor
excluded the
unallowable increased
costs due to the loss
of earnings from
contract costing/billing
in accordance with
CAS 412.50(a)(2).

DCAA      

 

(b) If the contractor
agrees, adjust the
pension cost claimed
in the current year for
the full amount of
increased cost (loss of
earnings) due to the
delayed funding. In
the event the
contractor does not
agree to adjust pension
cost claimed in the
current year,
increased costs due
late funding must be
tracked and excluded
for future costs
allocated to
Government contracts.

DCAA Lead      
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(3) If the contractor adjusts for
delayed funding by adjusting
the actuarial value of assets
when segment closing is
involved, verify that
segment asset adjustment
represents the full amount
of assets that would
been assigned the
Government segment
there been no delayed
funding.

DCAA Lead      

 

(4) If pension costs are
calculated separately for a
segment in accordance with
CAS 413.50, verify that full
quarterly funding is made
for each segment having
Government contracts.
FAR 31.205-6(j)(3)(iii)
states if there are timing
differences between
segments, allowable cost
will be limited to computed
cost for the segment.

DCAA      

  m. Non-Qualified Pension Plans        

 

(1) Determine the contractor's
method of accounting for
non-qualified pension plans,
i.e. accrual basis or pay-as-
you-go.

DCAA Lead      

 

(2) Perform the following steps
for those contractors that
elect to use accrual
accounting for non-qualified
plans.

       

 

(a) Verify the contractor
meets the three
conditions prescribed
in CAS 412.50(c)(3)
for use of accrual
accounting.

DCMC      

 

(b) Evaluate the
measurement of
accrued costs for
reasonableness and
allocability.

DCMC      
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(c) With respect to the
funding requirement
confirm that a funding
agency has been
established for the
exclusive benefit of
the plan participants
(CAS 412.50(a)(13)).

DCAA      

 

(d) Verify that accrued
cost for nonqualified
plans are funded at a
level that is at least
equal to the
complement of the
highest Federal
income tax rate
(CAS 412.50(d)(2)).

DCAA      

 

(e) Assure that funding at
less than the tax
complement results
a proportional
reduction in the
amount of assigned
cost.

DCMC      

 

(f) Determine contractor
accounting for the
market value of plan
assets includes the
accumulated value of
permitted unfunded
accruals as illustrated
in CAS 412.60(d)(5)

DCAA Lead      

 

(3) For contractors using the
pay-as-you-go (PAYG)
method, verify amount
assigned to a cost
accounting period does not
exceed (1) the net amount of
benefits paid during the
period and (ii) the
installment required to
amortize over 15 years any
amounts paid to irrevocably
settle a pension obligation
due in the current or future
accounting periods
(CAS 412.50(b)(3)).

DCAA Lead      
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(4) Verify that contractors
changing from accrual
accounting to the PAYG
method comply with the
transition rules of 412.64(e),
as follows:

       

 

(a) Determine that any
portion of unfunded
pension cost assigned
to prior year periods is
accounted for as
accumulated value
permitted unfunded
accruals and assigned
to future accounting
periods (imputed
assets).

DCAA Lead      

 

(b) Verify that costs
computed under the
PAYG method are
charged against the
accumulated value of
permitted unfunded
accruals as determined
above, before PAYG
costs are allocated to
contracts.

DCAA Lead      

  n. Early Retirement Incentives        

 

(1) Verify claimed cost is
computed and accounted for
in accordance with the
actuarial cost method used
under the contractor's
pension plan.
(FAR 31.205-6(j)(7)).

DCMC      

 

(2) Determine allocability of the
contractor's computed early
retirement incentive cost to
intermediate and final cost
objectives.

DCAA      

 

(3) Verify early retirement
payments do not exceed the
employee's annual salary for
the previous year
(FAR 31.205-6(j)(iv)).

DCAA      

  o. Pension Cost for Retirees        
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(1) When an inactive segment is
established, verify the
amount of assets allocated
to the inactive segment is
allocated in accordance with
CAS 413.50(c)(5), (6)
& (7).

DCMC      

 

(2) Verify when an active
employee becomes inactive,
or vice versa, that the
amount of assets transferred
equals the actuarial accrued
liabilities determined using
the accrued cost method in
accordance with
CAS 413.50(c)(9).

DCAA      

 

(3) Ascertain if pension cost
attributed to the inactive
segment is allocated to the
active segment in
accordance with the
requirements of
CAS 413.50(c)(1)

DCAA      

E. Supplemental Steps1.  

CIPR team members may adopt other review/audit steps
relevant to the type and nature of the review being
conducted.

       

F. Concluding Steps1.  

  Responsible
Agency Hours

W/P
Ref.

Initials
and Date

Completed

1.
Summarize any non-compliant practices. Discuss
the findings with the CIPR team members and
develop unified government position.

DCMC/
DCAA

     

2.
Coordinate with team members the issuance of
DCAA CAS non-compliance report to the
Contracting Officer.

DCMC/
DCAA

     

3. Update the permanent file.
DCMC/
DCAA

     

4. Prepare draft review/audit report.
DCMC/
DCAA

     

5.

Discuss the results of the review with the
contractor. Provide a copy of the draft audit report
to the contractor for comment. With ACO
approval, the Insurance/Pension Specialist's draft
report will be also be provided for comment.

DCMC/
DCAA
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6.

Finalize the review/audit report. Depending on the
type of review being conducted, forward the report
to the team member responsible for issuing the
official report with copy to the Contracting
Officer.

DCMC/
DCAA

     

7.
The team leader will follow up on CIPR
recommendations with the ACO and provide
supplemental assistance.

Team Leader      

Next Section

Open this portion of the document in Word (56.5 KB)
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Open this portion of the document in Word (39.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

JNTCIPRSEG

Joint Review Program for Segment Closings, Curtailment of Benefits and
Plan Terminations

Version 1.0
20 February 1998

Defense Logistics Agency and
Defense Contract Audit Agency

Joint Review Program for Segment Closings, Curtailment of Benefits and Plan Terminations
Contractor's Name: __________________________

Assignment Number: _________________________

Field Audit Office: ___________________________

1.  

DLA/DCAA Approval

Signature and Date _________________

Signature and Date _________________

Note: This program must be tailored to the requirements of each review, based on the treatment of pension
assets/liabilities attributable to the closed segment. Those steps not required should be marked "not applicable"
(N/A). Portions of the review which are covered in other assignments (e.g. incurred cost, Disclosure Statement,
and internal control audits) should be referenced at the appropriate place in this program. In almost all cases,
the review of pension cost in connection with segment closings will be accomplished as a joint effort between
DCAA and DLA. Accordingly, the ultimate review program should reflect a mutual understanding between the
CIPR team chief, the lead Insurance/Pension Specialist, the auditor, and the supervisor as to the scope required
to meet government auditing standards, and DLA and DCAA objectives for the pension review assignment.

A. Purpose and Scope1.  

The purpose of this review is to determine whether the contractor has properly calculated the amount of
pension assets and liabilities attributable to the closed segment as the basis for measurement of the
adjustment to previously determined pension cost required under CAS 413.50(c)(12). The contractor's
accounting for pension assets/liabilities must comply with the measurement and allocability requirements of
Cost Accounting Standards 412 and 413, and must be allocable, reasonable, and allowable per the applicable
provisions FAR Subpart 31.2. DCAA and DLA have a joint responsibility for the audit/review of pension
cost; thus, the scope should be established accordingly.

2.  

The program review steps cover the key aspects of accounting for pension assets and liabilities for segment3.  
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closings, benefit curtailments and plan terminations. Full implementation of the review steps requires (1)
knowledge of the basic concepts of pension accounting, (2) familiarity with actuarial terminology, (3)
understanding of CAS 412, 413, and FAR 31.205-6(j) requirements, and (4) knowledge of pension
accounting principles in FASB Statement Nos. 87 and 88 and related Interpretations. The team members
should have a full understanding of the contractor's system of accounting for pensions and the methods used
for funding and allocation of pension costs.

Pre-planning Team Meeting. The DCMC/DCAA team members will coordinate on the nature and
objectives of the audit/review, noting any specific requirements. DCAA is responsible for performing
contract audit responsibilities related to CAS. The team will also identify any review steps necessary to
satisfy specific information requested by the ACO. The team will then prepare a consolidated data request for
the contractor, listing the data and documents necessary to accomplish the joint audit/review objectives. The
team will decide which team member or Agency will issue the final report to the ACO.

4.  

Reporting CIPR Results. Each agency will perform their portion of the CIPR program, however, only one
CIPR report will be issued to the ACO. The CIPR report will normally be issued by the team leader and
incorporate the results of the other team member's report and include it as an attachment.

5.  

This program is not all inclusive. Supplement the program as necessary to cover additional areas unique to
individual segment closings.

6.  

B. References
1. FAR 31.205-6(j) -- Pension Costs1.  

2. FAR 52.216-7 -- Allowable Cost and Payment Clause2.  

3. FAR 52.232-16 -- Progress Payments3.  

4. CAS 412 -- Composition and Measurement of Pension Cost4.  

5. CAS 413 -- Adjustment and Allocation of Pension Cost5.  

6. DCAA Contract Audit Manual (CAM) 7640.16.  

a. 7-600, Section 6 -- Pension Costs
b. Topical Index References -- Pension

7.  

7. DLA Manual for Conducting CIPRs8.  

8. Internal Revenue Code Section 414 -- Regulation 1.414(l)-1 -- Mergers and Consolidation of Plans
or Transfers of Plan Assets

9.  

9. Employee Retirement Income Security Act of 1974 (ERISA)10.  

10. Generally Accepted Actuarial Practices and Procedures as Promulgated by the Actuarial Standards
Board

11.  

11. FASB 87 & 8812.  

12. Contractor Asset Purchase/Sales Agreement (if applicable)13.  

7.  

C. Preliminary Review Steps8.  

  Responsible
Agency Hours

W/P
Ref.

Initials
and Date

Completed

1. Review CAM 7-600 and CAM 8-412, 413. DCAA      

2. Review DLA One Book, Chapter 6. DCMC      

3.
Review information in the permanent pension file,
or obtain, the following:

DCMC/
DCAA

     

 
a. Provisions of the pension plan(s)
and early retirement plans.

DCMC/
DCAA
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b. Audit & CIPR reports on
contractor's pension costs.

DCMC/
DCAA

     

 

c. Contractor's CAS Disclosure
Statement(s). [Note: During the
performance of the detailed audit
steps, auditors should determine
that actual practices are consistent
with disclosed practices.]

DCMC/
DCAA

     

  d. Actuarial reports.
DCMC/
DCAA

     

 
e. DoL/IRS Form 5500, including
Schedules A & B for actuarial
information.

DCMC/
DCAA

     

  f. Pension Trust's annual report.
DCMC/
DCAA

     

 

g. Written summary of contractor's
pension accounting and funding
practices and statistics of pension
costs allocated to Government
contracts.

DCMC/
DCAA

     

 
h. Contractor's internal and
independent auditors' reports on
pension plan activities.

DCMC/
DCAA

     

 
i. Headquarters DCMC/DCAA and
regional guidance memorandums.

DCMC/
DCAA

     

 
j. Contract clauses and advance
agreements on pension cost (when
applicable).

DCMC/
DCAA

     

 
k. Information in memorandums of
negotiation covering pension
costs.

DCMC/
DCAA

     

5.

Review the Internal Control Audit Planning
Summary for related contractor systems to identify
previously noted deficiencies which could impact
the scope of the current review.

DCMC/
DCAA

     

6.

Perform risk assessment and establish review
scope by designating the detailed audit/review
steps identified below to be performed by each
DCMC/DCAA team member. Supplement the
detailed review steps with any additional review
steps necessary.

DCMC/
DCAA

     

7.

Coordinate with division ACO/FAO(s) and request
any assistance necessary for calculation of the
segment closing adjustment. Obtain copy of final
sales/purchase agreement if applicable.

DCMC/
DCAA
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8. Attend the entrance conference with the contractor.
DCMC/
DCAA

     

D. Detailed Review Steps1.  

  Responsible
Agency Hours

W/P
Ref.

Initials
and Date

Completed

1. Qualified Defined Benefit Plans        

 
a. If a segment is closed due to sale
or transfer of ownership:

       

 

(1) Review the sales/purchase
agreement and identify
provisions addressing the
treatment of pension assets
and liabilities for the
divested segment.

DCAA Lead      

 

(2) Review terms of sales
agreement and identify
any potential CAS/FAR
issues that should be
addressed.

DCAA/
DCMC

     

 

b. In the event of a segment closing
or curtailment of benefits, evaluate
contractor's calculation of the
Actuarial Liability using the
following steps:

       

 

(1) Determine date of event that
triggered requirement for
calculation of
CAS 413.50(c)(12)
adjustment.

DCAA      

 

(2) Determine that the
calculation of the liability
was made as of the date of
the event that triggered the
segment closing or
curtailment of benefits
(CAS 413.50(c)(12)(iii)).

DCMC      

 

(3) Verify that the calculation of
the actuarial liability was
made using the accrued
benefit cost method, i.e., no
projections for future salary
increases
(CAS 413.50(c)(12)(i)).

DCMC      
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(4) Determine that actuarial
assumptions employed are
consistent with the current
and prior long term
assumptions used in
measurement of pension
costs
(CAS 413.50(c)(12)(i)).

DCMC Lead      

 

(5) Review pension plan
changes and verify that
increased liabilities due to
plan improvements adopted
within 60 months of the
segment closing date are
prorated over a 60 month
period
(CAS 413.50(c)(12)(iv)).

DCAA Lead      

 

(6) Determine that the liability
used in calculating the
pension adjustment does not
include any prior unfunded
costs, or other previously
disallowed costs.

DCAA Lead      

 

(7) Ensure that calculation of
the actuarial liability for the
closed segment was based
on the proper census data
applicable to plan
participants, including both
active and retired employees.

DCMC      

 

(8) Ascertain whether the
segment closing triggered
the payment of early
retirement benefits. If so,
verify that increased
liabilities are computed in
accordance with plan
provisions and allocated
based on causal/beneficial
criteria.

DCAA Lead      

 

c. Evaluate the contractor's
calculation of the Market Value
of Trust Fund assets allocated to
the closed segment using the
following steps:
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(1) For contractors using
composite accounting,
verify that a portion of the
undivided assets are
allocated to the closed
segment in accordance
with requirements of
CAS 413.50(c)(5)(i) or
413.50(c)(5)(ii) using the
following steps:

DCMC      

 

(a) Determine if data is
readily determinable
so that the Market
Value of Trust Fund
assets can be allocated
to the closed segment
based on the actual
amount of funds
contributed on behalf
of the segment,
adjusted for
investment return and
decreased for expenses
and benefits paid from
such funds
(CAS 413.50(c)(5)(i)).

DCMC      

 

(b) If the data is not
readily determinable,
verify Market Value of
Fund assets are
allocated based on the
ratio of the closed
segment's actuarial
liability to the plan's
total actuarial liability
(CAS 413.50(c)
(5)(ii)).

DCMC      
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(c) Verify that the market
value of assets is as of
the date of the event
(e.g., contract
termination, plan
amendment, plant
closure) that caused
the closing of the
segment, pension plan
termination, or
curtailment of benefits
or as of the date
agreed on by the
contracting parties
(CAS 413.50(c)
(12)(iii)).

DCAA      

 

(d) If assets are allocated
pursuant to CAS
413.50(c)(5)(ii),
ensure that the
actuarial cost
used to calculate the
liability is consistent
with method
methods used to
compute prior years'
pension costs.

DCMC      

 

(e) If the information
necessary to determine
actual contributions is
determinable for only
a few years prior to
the closing, verify that
the contractor used the
CAS 413.50(c)(5)(ii)
methodology to
initially allocate assets
to the earliest year for
which information is
available and
thereafter brought the
assets forward in
accordance with
provisions prescribed
in 413.50(c)(7)
(CAS 413.50(c)
(5)(ii)).

DCMC      
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(2) For contractor's that use
segment accounting and
have separately accounted
for pension assets by
segment, determine the
accuracy of the segment's
asset value by tracing the
asset values to Actuarial
Reports and Trust
Statements. Asset values
should be on the date of the
segment closing.

DCAA      

 

(3) For contractors using either
composite or segment
accounting, perform the
following steps:

       

 

(a) Ensure that the assets
allocated to the
segment are adjusted
upward for the
remaining balance of
any unfunded liability
that was separately
identified and
maintained pursuant
to the requirements of
CAS 412.50(a)(2)(ii).

DCMC      

 

(b) Determine if there is a
shortage of allocated
assets due to lost
earnings resulting from
contractor's failure to
fund pension costs on
a quarterly basis. If
there is a shortage,
adjust the asset value
to assure the
calculated adjustment
does not include
recovery of the
unallowable amount.

DCMC      

 

(c) Verify that the market
value of Trust Fund
assets has been
reduced by the
accumulated value of
prepayment credits, if
any (CAS 413.50
(c)(12)).

DCAA      
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(d) Determine if there is
a shortage of Trust
Fund assets due to
withdrawal of pension
assets for payment of
other employee
benefits unless
authorized by an
advance agreement in
accordance with FAR
31.205-6(j)(3)(v).

DCAA      

 

(e) Determine if there is a
shortage of Trust
Fund assets due
contractor's retention
of unfunded liabilities
related to previously
closed commercial
segments.

DCAA      

 

d. Determine if the contractor
retained all or a portion of the
pension assets and liabilities of the
closed segment. If so, verify that
calculation of the pension
adjustment includes all retained
pension assets and liabilities
attributable to the closed segment
including both active and inactive
plan participants
(CAS 413.50(c)(12)(v)).

DCAA      

 

e. Determine if the agreement to
retain the liability for accrued
benefits provide for payment of
benefits based on future salary
increases. If so, question any
increased liability due to projected
salary escalation.

DCAA Lead      

 

f. Determine the contractor's prior
practice of accounting for pension
assets and liabilities attributable to
previously closed
commercial/government segments,
if any.

DCAA      

 

g. Ensure that unfunded liabilities
from prior years closed
commercial segments were not
allocated to government contracts.

DCAA      
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h. Determine if there has been any
mass transfer or migration of
employees among segments in
prior years that would have a
material impact on calculation of
the segment closing adjustment. If
so, adjust the assets/liabilities to
reflect impact on calculation of the
adjustment amount.

DCAA Lead      

 

i. Evaluate the calculation of the
government's share of the
adjustment amount to ensure that
it reflects the government's
historical participation in
contributions to the pension plan
for a representative period as
required by
CAS 413.50(c)(12)(vi).

DCAA      

 
j. If an adjustment is due to
contractor's termination of a
defined benefit plan:

       

 

(1) Verify that the actuarial
liability is determined by
amounts paid participants
and insurers to irrevocably
settle all benefit obligations
(CAS 413.50(c)(12)(i)).

DCAA Lead      

 

(2) Ensure that the
Government's share of any
reversionary assets is
computed in accordance
with the formula prescribed
in CAS 413.50(c) (12)(vi).

DCAA Lead      

2. Nonqualified Defined Benefit Plans        

 

a. For a contractor that has any
nonqualified defined benefit plans
in which the pension costs
allocated to government contracts
were measured and assigned using
accrual based accounting, perform
the following steps:

       

 

(1) Obtain and verify schedule
from contractor of the
amount of pension cost
accruals assigned and
allocated to the closed
segment since plan
inception.

DCAA Lead      
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(2) Calculate the amount of
unfunded pension cost
(imputed assets) based on
the difference between the
accrued amount and the
amount of benefits paid to
retirees/beneficiaries.

DCAA      

 

(3) Add the value of the
imputed assets determined in
step "2" above to the
amounts funded and
accumulated value of
permitted unfunded accruals
as determined under the
applicable CAS rules.

DCAA Lead      

 

(4) Verify that the contractor
calculated the actuarial
liability using the accrued
benefit cost method, i.e., no
projected salary increases.

DCMC      

 

b. Ensure that the government's
share of the adjustment amount is
based on historical participation in
pension costs accrued for
nonqualified plans.

DCAA      

 

c. Compute any prior years
adjustments due to CAS
noncompliances, advance
agreements and transition
adjustments.

DCAA      

 
d. Reconcile the accrued cost for
nonqualified plans with actuarial
reports.

DCAA      

 

e. Verify segment closing
adjustments for corporate and
home office salaried employees are
allocated to cost objectives using
the same base that the contractor's
pre-closing pension cost accruals
were allocated.

DCAA Lead      

E. Coordination Review/Review Steps1.  

  Responsible
Agency Hours

W/P
Ref.

Initials
and Date

Completed
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1.

If the segment closing involved the transfer of
pension assets/liabilities to buyer contractor,
prepare a detailed summary of the current pension
issues for the CAC/FAO that has assumed
responsibility for the pension reviews (CAM 7-603
b.). The summary should include data on the
funding status of the plan and any information
from the sales agreement on the disposition of the
acquired pension plan.

DCMC/
DCAA

     

2.

In the event that the sales agreement or other
documentation indicate that the buyer contractor
plans to merge the plan, the assuming FAO and
ACO should be notified and determine the buyer's
compliance with CAS 413.50(c)(3), i.e., if the ratio
of assets to actuarial liabilities of the plans prior to
merger are materially different, the pension cost
must be accounted for on a segmented basis.

DCMC/
DCAA

     

F. Concluding Steps1.  

  Responsible
Agency Hours

W/P
Ref.

Initials
and Date

Completed

1.
Summarize results of review and conduct initial
exit conference with contractor.

DCMC/
DCAA

     

2.
Prepare draft report in accordance with agency
guidance.

DCMC/
DCAA

     

3.
Provide copy of draft report to ACO and to
contractor for comments.

DCMC/
DCAA

     

4.
Review contractor's comments, if any, and finalize
review report.

DCMC/
DCAA

     

5. Forward final report to contracting officer.
DCMC/
DCAA

     

6.
The team leader will follow up on CIPR
recommendations with the ACO and provide
supplemental assistance.

Team Leader      

Next Section
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

Pro Forma Audit Report and Report Shells in Word:

10150RPT

Major Incurred Cost Audit Report (APOVER70) (APCIC)

Version 1.2
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX10150XXX

[date]

Prepared For:

Prepared By:

Subject:

References:

Contractor:

Administrative Contracting Officer
Attn:
[Address]

[FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address: *faoxxxx@rxx.dcaa.mil

[Report Title]

ACO: Case No. XXX-3A(02)-XX

[Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]
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Results of Audit
Contractor Organization and Systems
DCAA Personnel and Report Authorizations
Audit Report Distribution and Restrictions
Appendixes

Other Matters to be Reported Appendix ___
Billing Rates, (period covered) Appendix ___
DCAA Forms 1 Appendix ___
Indirect Cost Rate Agreement Appendix ___
Certificate of Final Indirect Cost Appendix ___
[Other, see 10-5-5.3] Appendix ___

Subject Of Audit

We audited the [contractor name's(shortname)] [date] certified [type of proposal or claim] proposal for
[identify purpose of contractor submission]. The purpose of the audit was to determine [identify purpose of
audit, period covered, applicability of rates etc (refer to CAM 10-504.1).] The proposal is the
responsibility of the contractor. Our responsibility is to express an opinion based on our audit.

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion,
recommendations, and the significant issues supporting the opinion. This section can be omitted in
short form reports where the Results of Audit sufficiently summarizes the audit findings. An example of
an Executive Summary is shown in Figure 10-2-2.

Scope of Audit

Use this section to detail the scope of the audit or any scope limitations. The standard scope of audit
statement is as follows:

Except for the qualifications discussed below, [omit if there is no "Qualifications" section within the
"Scope" paragraph], we conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the data and records are free of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the data and records
reviewed;

2.  

assessing the accounting principles used and significant estimates made by the contractor;3.  

evaluating the overall data and records presentation; and4.  

determining the need for technical specialist assistance [and quantifying the results of a government
technical evaluation].

5.  

We evaluated the proposal using the cost principles contained in the:
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Federal Acquisition Regulation (FAR);1.  

Defense FAR Supplement [for non-DOD agencies, identify specific agency supplement see 15-102]
and

2.  

Cost Accounting Standards (CAS)3.  

The scope of audit should briefly describe the current status of the contractor's accounting system and
any other management systems which are used to control and account for the recording of costs; the
current assessment of control risk; and any other outstanding systems deficiencies.

If the concurrent MAARS were considered necessary to complete the audit, but could not be
accomplished for the period reviewed (6-105.4), qualify the scope paragraph as follows:

The concurrent verification of (labor, materials) was omitted in this review (for fiscal years 19xx and
19xy).

Refer to 10-504.3 for additional detail and examples.

Qualifications

Identify any circumstances encountered which have a significant adverse effect on the audit results. If
the report is issued before the receipt of the assist audits on subcontract or intercompany costs,
additional information will be required in the audit report. Refer to 10-504.4 for additional detail on
required data.

Results of Audit

Detail the major findings of the indirect and direct cost audit in this paragraph. Refer to 10-504.5 for
additional detail and examples of the following areas:

Indirect Rates1.  

Direct Costs

Indirect Costs Subject to Penalty. Include this paragraph when contracts which contain, or
should have contained FAR clause 52.242-3 or DFARS clause 252.231-7001 were active in
the period and indirect costs are questioned. Refer to 10-504.5c for examples.

1.  

Exhibits and Schedules. The Results of Audit section of the report should contain all
exhibits and supporting schedules required for a clear, complete presentation of the audit
results. The specific procedures for achieving this reporting standard are noted in 10
504.5d.

2.  

2.  

Additional Remarks. Some of the topics noted in this area are:

- DCAA Form 1
- Indirect Cost Rate Agreement
- Certificate of Final Indirect Costs
- Penalties
- Requirements for Audit Determined Rates
- Contractor's Reaction to Audit Report

1.  

3.  

Contractor Organization and Systems

Include the following in this section:
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Contractor Organization. Include information on the contractor's organization as discussed in
10-210.7,

1.  

Accounting System. Include detail as outlines in 10-504.6 b.2.  

Contractor's "Systems". For major contractors and larger nonmajor contractors who have
internal controls over some of the systems listed in 5-102b, this section should provide the
background information on each relevant internal control system impacting the incurred cost
audit (e.g. Material, Labor, and Indirect and ODC systems). (See 10-210.7c through 10-210.7g)

3.  

DCAA Personnel

Telephone No.
Primary contact
regarding this audit:

[name, title] [number]
[name, title] [number]

Other contacts regarding
this audit:

[name, title] [number]
FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Refer to 10-506 for distribution to DoD and non DoD organizations.

[Contractor Name]
[Contractor
Address]

(Copy furnished thru ACO)

Restrictions
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1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act request for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use the following appendixes as applicable:

Other Matters to be Reported1.  

Billing Rates

Other:
DCAA Form 1s
Indirect Cost Rate Agreement
Certificate of Final Indirect Costs
Assist Audit Reports
Contractor Written Comments to the Audit Results

1.  

2.  

Refer to 10-505 for additional detail.

For Official Use Only

Next Section

Open this portion of the document in Word (23 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/051/0048Z051DOC.HTM (5 of 5) [11/19/1999 3:34:26 PM]

http://web.deskbook.osd.mil/data/0048Z051DOC.DOC
http://web.deskbook.osd.mil/data/0048Z051DOC.DOC


Open this portion of the document in Word (25 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

10250RPT

Non-Major Incurred Cost Audit Report (NMARINCR)

Version 1.3
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX10250XXX

For Official Use Only

[date]

Prepared For:
Contracting Officer
Attn:
[Address]

Prepared By: [FAO Name]
[FAO Address]

Telephone No.
FAX No.
E-mail Address *faoxxxx@rxx.dcaa.mil

Subject: [Report Title]

References: CO: Case No. XXX-3A(02)-XX

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page

Page
Contents: Subject of Audit

Executive Summary
Scope of Audit
Results of Audit
Contractor Organization and Systems
DCAA Personnel and Report Authorization

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/052/0048Z052DOC.HTM (1 of 5) [11/19/1999 3:34:29 PM]

http://web.deskbook.osd.mil/data/0048Z052DOC.DOC
http://web.deskbook.osd.mil/data/0048Z052DOC.DOC


Audit Report Distribution and Restrictions
Appendixes

Subject of Audit

This section should identify the period audited, the purpose of the audit, and the contract(s) to which the
rates apply.

Final Procurement-determined Indirect Cost Rates:

We audited the [Contractor name] [(Shortname)][date of submission] [type of proposal] proposal and
related books and records for reimbursement of FY 199X incurred costs. The purpose of the audit was to
determine allowability of [direct costs and indirect cost rates] and recommend procurement-determined
indirect cost rates for [period covered]. The proposed rates apply primarily to the flexibly-priced contracts
listed in Exhibit __, page __. A copy of XYZ's Certificate of Final Indirect Costs, dated 2 January 199X, is
included as Appendix 1 to the report (see page __).

Final Audit-determined Indirect Cost Rates:

We audited the [Contractor name] [(Shortname)][date of submission] [type of proposal proposal and
related books and records for reimbursement of FY 199X incurred costs. The purpose of the audit was to
determine allowability of [direct costs and indirect cost rates] and establish audit determined indirect cost
rates for [period covered]. The proposed rates apply primarily to the flexibly-priced contracts listed in
Exhibit __, page __. A copy of XYZ's Certificate of Final Indirect Costs, dated 2 January 199X, is
included as Appendix 1 to the report (see page __).

It should end with the following statement:

The proposal is the responsibility of the contractor. Our responsibility is to express an opinion based on our
audit.

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion,
recommendations, and the significant issues supporting the opinion. This section can be omitted in short
form reports where the Results of Audit sufficiently summarizes the audit findings. An example of the
Executive Summary is shown in Figure 10-2-2.

Scope of Audit

Use this section to detail the scope of the audit or any scope limitations. The standard scope of audit
statement is as follows:

Except for the qualifications discussed below, [omit if there is no "Qualifications" section within the
"Scope" paragraph], we conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the data and records are free of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the data and records2.  
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reviewed;

assessing the accounting principles used and significant estimates made by the contractor;3.  

evaluating the overall data and records presentation; and4.  

determining the need for technical specialist assistance [and quantifying the results of a government
technical evaluation].

5.  

We evaluated the proposal using the cost principles contained in the:

Federal Acquisition Regulation (FAR);

Defense FAR Supplement [for non-DOD agencies, identify specific agency supplement see
15-102] and

1.  

1.  

Cost Accounting Standards (CAS)2.  

The scope of audit should also briefly describe the current status of the contractor's accounting system
and any other management systems which are used to control and account for the recording of costs;
the current assessment of control risk; and any other outstanding systems deficiencies. Refer to
10-504.3a for examples.

If the concurrent MAARS were considered necessary to complete the audit, but could not be
accomplished for the period reviewed (6-105.4), qualify the scope paragraph with "except as noted
below" and insert the additional statement:

The concurrent verification of (indicate whether labor, materials, or both) was omitted in this review (if
accomplished in at least one year of a multi-year review, state fiscal years omitted).

Qualifications

Identify any circumstances encountered which have a significant adverse effect on the audit or results.
(See 10-210.4.) If the report is issued before the receipt of the assist audits or subcontract or
intercompany costs, as discussed in 6-709.2c, additional information will be required in the audit report.
Refer to 10-504.4 for additional detail on required information.

Results of Audit

Detail the major findings of the indirect and direct cost audit in this paragraph. Refer to 10-504.5 for
additional detail and examples of the following areas:

Indirect Rates1.  

Direct Costs

Indirect Costs Subject to Penalty. Include this paragraph when contracts which contain, or
should have contained FAR clause 52.242-3 or DFARS clause 252.231-7001 were active in
the period and indirect costs are questioned. Refer to 10-504.5c for examples.

1.  

Exhibits and Schedules. The Results of Audit section of the report should contain all
exhibits and supporting schedules required for a clear, complete presentation of the audit
results. The specific procedures for achieving this reporting standard are noted in
10-504.5d. Audit determined indirect rates require special consideration, refer to 10-503b
for additional information.

2.  

Additional Remarks. Some of the topics noted in this area are:3.  

2.  
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DCAA Form 1
Indirect Cost Rate Agreement
Certificate of Final Indirect Costs
Penalties
Requirements for Audit Determined Rates
Contractor's Reaction to Audit Report

Contractor Organization and Systems

Include the following in this section:

Contractor Organization. Include information the contractor's organization as discussed in
10-210.7,

1.  

Accounting System. Include detail as outlines in 10-504.6 b.
Contractor "Systems". For major contractors and larger nonmajor contractors who have
internal controls over some of the systems listed in 5-102b, this section should provide the
background information on each relevant internal control system impacting the incurred
cost audit (e.g. Material, Labor, and Indirect and ODC systems). (See 10-210.7c through
10-210.7g.)

1.  

1.  

DCAA PERSONNEL

Telephone No.
Primary contact
regarding this audit:

[name, title] [number]
[name, title] [number]

Other contacts regarding
this audit:

[name, title] [number]
FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]
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Audit Report Distribution and Restrictions

Distribution

[List names and addresses as shown on cover page, as well as any other names and addresses to which the
report is being distributed. See CAM 10-506 for guidance on distribution of incurred cost reports.]

[Contractor Name]
[Contractor
Address]

(Copy furnished thru ACO)

Refer to 10-506 for distribution to DoD and non DoD organizations.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act request for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use the following appendixes as applicable:

Other Matters to be Reported1.  

Billing Rates

Other:
DCAA Form 1s
Indirect Cost Rate Agreement
Certificate of Final Indirect Costs
Assist Audit Reports
Contractor Written Comments to the Audit Results

1.  

2.  

Refer to 10-505 for additional detail.

For Official Use Only

Next Section

Open this portion of the document in Word (25 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/052/0048Z052DOC.HTM (5 of 5) [11/19/1999 3:34:29 PM]

http://web.deskbook.osd.mil/data/0048Z052DOC.DOC
http://web.deskbook.osd.mil/data/0048Z052DOC.DOC


Open this portion of the document in Word (20 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

DCAA -- Audit Report No. 10310

Floor Check Audit Report (APLABRCK-NM)

Version 1.2
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX10310XXX

For Official Use Only

[date]

Prepared For:
Administrative Contracting Officer
Attn:
[Address]

Prepared By: [FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address *faoxxxx@rxx.dcaa.mil

Subject: [Report Title]

References:
If applicable, list ACO case number, PCO or assist request reference
numbers.
Relevant Dates:

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]

Page
Contents: Subject of Audit

Executive Summary
Scope of Audit
Results of Audit

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/053/0048Z053DOC.HTM (1 of 4) [11/19/1999 3:34:31 PM]

http://web.deskbook.osd.mil/data/0048Z053DOC.DOC
http://web.deskbook.osd.mil/data/0048Z053DOC.DOC


Contractor Organization and Systems
DCAA Personnel and Report Authorization
Audit Report Distribution and Restrictions
Appendixes

Subject of Audit

As part of our comprehensive audit of [Contractor's name], we performed physical observations (floor
checks) to determine that employees are actually at work, that they are performing in their assigned job
classifications, and their time is charged to the appropriate jobs. Our floor checks include determining if
the contractor consistently complies with established timekeeping system policies and procedures for
recording labor charges. The floor checks were conducted during the week of [dates].

Executive Summary

This section gives a brief overview of the audit findings. This section can be omitted in short reports
where the Results of Audit sufficiently summarizes the audit findings. Refer to 10-210.2 for additional
information.

Scope of Audit

Our evaluation was limited to conducting floor checks. We did not perform the customary audit
procedures necessary to constitute an examination of the entire labor system internal controls in
accordance with generally accepted governmental auditing standards.

Results of Audit

This section should focus on the observed deficiency(ies) and should not render an opinion on the
adequacy of the labor or timekeeping system. (Refer to 10-413.3 for additional information.) A
follow-up system review (Code 13XXX) must be performed within a reasonable time period to render
an opinion and address the impact of the deficiency(ies) cited in this report on the labor accounting
system.

In our opinion, certain contractor labor practices disclosed during our floor check require corrective action
to improve the reliability of the contractor's labor accounting system.

A separate condition and recommendation statement should follow for each cited deficiency. See
10-413.3 and 10-409 for additional guidance.

This report is limited to the cited deficiency(ies). Accordingly, we express no opinion on the adequacy of
the contractor's labor system taken as a whole.

Within [appropriate time period] we will perform a follow-up review on the contractor's labor system to
determine the status of the cited deficiency(ies), the status of the contractor's corrective action(s), and the
impact of the deficiencies on the overall adequacy of the contractor's labor system internal controls taken
as a whole.

[For floorchecks that were performed based on a contracting officer's request and no significant
deficiencies are disclosed, a summary statement similar to the following should be used.]
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Our floorchecks disclosed no significant deficiencies in the contractor's timekeeping or labor system. This
report pertains only to the performance of floorchecks. We express no opinion on the adequacy of the
contractor's labor system taken as a whole.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples. Add the new
deficiency(ies) to an existing list of outstanding deficiencies, if applicable. Briefly describe the
deficiency(ies) and its impact on other related audits and the status of the contractor's corrective
action.

DCAA Personnel

Telephone No.
Primary contacts regarding this audit:

[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:

[name, title] [number]

FAX No.
[Fax no]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. The section should include, at a minimum, the dates of ACO and
PCO requests and the dates of any extensions. The format should facilitate computation of elapsed days
(see 10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

[List names and addresses as shown on cover page, as well as any other names and addresses to which
the report is being distributed.]

[Contractor Name] (Copy furnished thru ACO)
[Contractor
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Address]

Refer to 10-412 for guidance on distribution; include e-mail addresses.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act request for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use as appropriate. Refer to 10-213 and 10-409 for additional information.

For Official Use Only

Next Section

Open this portion of the document in Word (20 KB)
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Distribution and
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Subject of Audit

We have audited [contractor's name] [short name, if applicable] billing system to evaluate the adequacy of
and [contractor name/short name]'s compliance with the system's internal controls for providing reasonable
assurance that billings are prepared in accordance with applicable laws and regulations, and contract terms;
and that material misstatements are prevented, or detected and corrected in a timely manner.

[Contractor name/short name] is responsible for establishing and maintaining an adequate billing system. Our
responsibility is to express an opinion on the adequacy of the billing system based on our audit.

Executive Summary

If applicable (10-210.3), this section gives a brief overview of the audit findings. Refer to 10-406 for
examples.

Scope of Audit

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we obtain a sufficient understanding of internal controls to plan financial audits and
determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

We evaluated the billing system using the applicable requirements contained in:

Federal Acquisition Regulation (FAR)

[DoD FAR Supplement (DFARS) or non-DoD agency supplements, as applicable],1.  

1.  

Cost Accounting Standards, and2.  

Industry or Technical Guides. [Identify any applicable guides actually used]3.  

Our audit specifically covered the billing system's internal control procedures associated with the following
control objectives:
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Management Reviews;
Policies and Procedures; and
Implementation of Policies and Procedures.
We believe that our audit provides a reasonable basis for our opinion.

1.  

Qualifications

Any factors, which restrict or limit the scope of the audit should be clearly described within the scope of
audit section under a separate heading entitled "Qualifications." Identify any circumstances encountered
which have a significant adverse effect on the audit or results. (See 10-407f and 10-210.4).

Results of Audit

The opening paragraph for this section of the report should state:

In our opinion, the billing system and related internal control policies and procedures of [contractor
name/short name] are [adequate] [or inadequate in part] [or inadequate].

This remaining portion of this section, excluding the last paragraph, should summarize the conditions and
recommendations found during the audit. Refer to 10-408 for additional information

As a result of control risk assessments, our audit effort in the in the following areas will be
[increased/decreased]:

[List the audit areas affected and the changes in audit effort.]

The last paragraph in this section should state:

We examined only the billing system and related internal control policies and procedures. Accordingly, we
express no opinion on the contractor's internal controls taken as a whole.

The audit report results were provided and discussed with [name and title] on [date] [outcome]

Statement of Condition and Recommendation

The statement of condition and recommendation are an integral part of the results of audit and should
follow the narrative described in the Results of Audit. Alternatively, they may be included in attached
appendixes. Refer to 10-409 for the detail on the presentation criteria and construction.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples.

DCAA Personnel

Telephone No.
Primary contact regarding
this audit:

[name, title] [number]
[name, title] [number]

Other contacts regarding
this audit:
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[name, title] [number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

All recipients of the audit report will be identified in this section of the report. See 10-412 and 10-212 for
additional information.

[Contractor Name]
[Contractor Address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during the
conduct of the audit those elements of the data which are proprietary. Make proprietary determinations
in the event of an external request for access. Consider the restrictions of 18 U.S.C.1905 before
releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the subject
of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use as appropriate. Refer to 10-409 for additional information.

Note: For Real Time Reporting (Flash Audit Reports) refer to 10-413.

For Official Use Only
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Subject of Audit

We have audited the [Contractor name] [short name, if applicable] budget and planning system to
evaluate the adequacy of and [Contractor name/short name]'s compliance with the system's internal
controls for providing reasonable assurance that a sound budgetary system is operating for contractor
planning and cost control purposes.

[Contractor name/short name] is responsible for establishing and maintaining an adequate budget and
planning system. Our responsibility is to express an opinion on the adequacy of the budget and planning
system controls based on our audit.

Executive Summary

If applicable (10-210.3), this section gives a brief overview of the audit findings. Refer to 10-406 for
examples.

Scope of Audit

Except for the qualifications discussed below (omit if there is no "Qualifications" section within the
"Scope" paragraph), we conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we obtain a sufficient understanding of internal controls to plan
financial audits and determine the nature, timing, and extent of tests to be performed. An audit of internal
controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified
control objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive
testing in other financial related audits.

4.  

We evaluated the budget and planning system controls using the applicable requirements contained in:

Federal Acquisition Regulation (FAR)

[DoD FAR Supplement (DFARS) or non-DoD agency supplements, as applicable],1.  

1.  

Cost Accounting Standards, and2.  
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Industry or Technical Guides. [Identify any applicable guides actually used]3.  

Our audit specifically covered the budget and planning system's internal control procedures associated
with the following control objectives:

Functional organization;
Strategic and Long Range Planning;
Preparation of Budgets;
Budget performance monitoring; and
Budget revisions.

1.  

We believe that our audit provides a reasonable basis for our opinion.

Results of Audit

In our opinion, the budget and planning system and related internal control policies and procedures of
[short name] are [adequate, inadequate, or inadequate in part].

As a result of control risk assessments, our audit effort in the in the following areas will be
[increased/decreased]:

[List the audit areas affected and the changes in audit effort.]

This section should also summarize any significant conditions and recommendations or "Suggestions to
Improve the System". Refer to 10-408 for additional information.

We examined only the budget and planning system. Accordingly, we express no opinion on [short
name]'s system of internal controls taken as a whole.

The audit report results were provided and discussed with [name and title] on [date] [outcome]

Statement of Condition and Recommendation

The statements of condition and recommendation are an integral part of the results of audit and should
follow the narrative described in the Results of Audit. Alternatively, they may be included in attached
appendixes. Refer to 10-409 for detail on the presentation criteria and construction.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. Refer to 10-410 for additional information. An example of wording for this section for an
audit of budget and planning internal controls follows:

1. Organization1.  

[short name] was established in July 1975. Sales for the year ending 31 December 199X totaled
$150 million. Approximately 75 percent of total sales were made to the government. About 70
percent of the government sales arise under flexibly priced contracts; the remaining 30 percent
arise under firm-fixed price contracts. [short name] manufactures bullets and other types of
ammunition. [short name] employs approximately 500 employees.

2.  

2. Budget and Planning System3.  

[short name]'s budget and planning system is documented in its "Management Procedure Number4.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/055/0048Z055DOC.HTM (3 of 5) [11/19/1999 3:34:36 PM]



54". The procedure includes a process for long-range planning and for the allocation of current
year fundings (budgets) by department. Long range planning is primarily performed by the Board
of Directors. Departmental budgets are developed by the comptroller (with input from the
department managers) and approved by the CEO. The budgets are monitored by the comptroller
through quarterly status reports submitted by the department managers. Revisions to the original
budgets must be approved by the CEO.

DCAA Personnel

Telephone No.
Primary contact
regarding this audit:

[name, title] [number]
[name, title] [number]

Other contacts
regarding this audit:

[name, title] [number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer

[Contractor Name]
[Contractor Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Restrictions
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1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act requests for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use as appropriate. Refer to 10-409 for additional information.

For Official Use Only

Next Section

Open this portion of the document in Word (21.5 KB)
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Subject of Audit

We have audited the [Contractor name] [short name] overall accounting system controls to evaluate the
adequacy of and [short name]'s compliance with the system's internal controls for providing documentation
that is complete, accurate, and readily available for examination to support proposed, claimed, or billed costs
as allowable and allocable to government contracts.

[short name] is responsible for establishing and maintaining an adequate accounting system. Our
responsibility is to express an opinion on the adequacy of the overall accounting system controls based on
our audit.

Executive Summary

This section gives a brief overview of the audit findings. Refer to 10-406 for examples.

Scope of Audit

Except for the qualifications discussed below (omit if there is no "Qualifications" section within the "Scope"
paragraph), we conducted our audit in accordance with generally accepted government auditing standards.
Those standards require that we obtain a sufficient understanding of internal controls to plan financial audits
and determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

We evaluated the overall accounting system controls using the applicable requirements contained in:

Federal Acquisition Regulation (FAR);

[DoD FAR Supplement (DFARS) or non-DoD agency supplements, as applicable],1.  

1.  

Cost Accounting Standards, and2.  

Industry or Technical Guides. [Identify any applicable guides actually used]3.  

Our audit specifically covered the accounting system's internal control procedures associated with the
following control objectives:
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Management's integrity and ethical values;
Independence of the Board of Directors/Audit Committee;
Structural organization for planning, directing, and controlling operations;
Management's assignment of authority and responsibility;
Management's monitoring/analyzing of financial resources;
Design of the overall accounting system; and
Assignment of costs to cost objectives

1.  

We believe that our audit provides a reasonable basis for our opinion.

Results of Audit

In our opinion, the overall accounting system and related internal control policies and procedures of [short
name] are [adequate, inadequate, or inadequate in part].

This section should also summarize any significant conditions and recommendations or "Suggestions to
Improve the System". Refer to 10-408 for additional information.

As a result of control risk assessments, our audit effort in the in the following areas will be
[increased/decreased]:

[List the audit areas affected and the changes in audit effort.]

We examined only the overall accounting system. Accordingly, we express no opinion on [short name]'s
system of internal controls taken as a whole.

The audit report results were provided and discussed with [name and title] on [date] [outcome]

Statement of Condition and Recommendation

The statements of condition and recommendation are an integral part of the results of audit and should
follow the narrative described in the Results of Audit. Alternatively, they may be included in attached
appendixes. Refer to 10-409 for detail on the presentation criteria and construction.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. Refer to 10-410 for additional information. An example of wording for this section for an audit
of overall accounting system internal controls follows:

1. Organization1.  

[short name] was established in July 1975. Sales for the year ending 31 December 199X totaled $150
million. Approximately 75 percent of total sales were made to the government. About 70 percent of the
government sales arise under flexibly priced contracts; the remaining 30 percent arise under
firm-fixed price contracts. [short name] manufactures bullets and other types of ammunition. [short
name] employs approximately 500 employees.

2.  

2. Overall Accounting System3.  

[short name] is a privately held corporation with 10 stockholders. No individual stockholder owns
more than 15% of total shares outstanding. [short name] has a Board of Directors consisting
primarily of local government officials. [short name] has an internal audit department consisting of
one employee who is a licensed internal auditor. [short name]'s accounting period is from 1 January
to 31 December. [short name]'s accounting system is computerized, and utilizes a standard

4.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/056/0048Z056DOC.HTM (3 of 5) [11/19/1999 3:34:38 PM]



commercial general ledger software program. Separate accounting software programs are used for
accounts payables and receivables, materials acquisition and inventory control, and labor distribution
and payroll. [short name]'s general ledger software includes job-cost ledgers. [short name] maintains
policies and procedures for all aspects of the accounting system, including the screening of
unallowable costs and the assignment of costs to cost objectives.

DCAA Personnel

Telephone No.
Primary contact
regarding this audit:

[name, title] [number]
[name, title] [number]

Other contacts
regarding this audit:

[name, title] [number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer

[Contractor Name]
[Contractor Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18

1.  
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U.S.C.1905 before releasing this information to the public.

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use as appropriate. Refer to 10-409 for additional information.

For Official Use Only

Next Section

Open this portion of the document in Word (22 KB)
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Subject of Audit

We have audited the [Contractor name] [short name, if applicable] Electronic Data Processing (EDP) system
to evaluate the adequacy of and [Contractor name/short name]'s compliance with the general internal
controls for the operations and management of it's information technology resources. Our audit was
conducted from [applicable dates].

[Contractor name/short name] is responsible for establishing and maintaining adequate EDP system general
internal controls. Our responsibility is to express an opinion on the adequacy of the EDP system general
internal controls based on our audit.

Executive Summary

If applicable (10-210.3), this section gives a brief overview of the audit findings. Refer to 10-406 for
examples.

Scope of Audit

Except for the qualifications discussed below (omit if there is no "Qualifications" section within the "Scope"
paragraph), we conducted our audit in accordance with generally accepted government auditing standards.
Those standards require that we obtain a sufficient understanding of internal controls to plan financial audits
and determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

We evaluated the EDP system general internal controls using the applicable requirements contained in:

Federal Acquisition Regulation (FAR)

[DoD FAR Supplement (DFARS) or non-DoD agency supplements, as applicable],1.  

1.  

Cost Accounting Standards, and2.  

Industry or Technical Guides. [Identify any applicable guides actually used]3.  
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Our audit specifically covered the EDP system general internal control procedures associated with the
following control objectives:

Independent Management Reviews;
Organization;
Software Acquisition, Development, and Modification;
EDP Computer Operations;
Security; and
Contingency Plans.

1.  

Any factors which restricted or limited the scope of the audit should be clearly described within the scope
of audit section under a separate heading entitled "Qualifications" (See 10-210.4).

Qualifications

We believe that our audit provides a reasonable basis for our opinion.

Results of Audit

This section of the report should set forth the auditor's opinion of the system and summarize any
conditions and recommendations found during the audit. (Refer to 10-408) Depending on the type of
opinion the opening paragraph should begin with the following statement:

In our opinion, the EDP system general internal controls of [short name] are [adequate, inadequate, or
inadequate in part].

If the contractor's system is inadequate or inadequate in part then this section should summarize the
deficiencies and they should be detailed in the "Statement of Condition and Recommendation" portion of
the report. For example, this paragraph may read:

Our audit disclosed certain significant deficiencies in the design or operation of the EDP system general
internal controls. In our judgment, these deficiencies could adversely affect the organization's ability to
record, process, summarize, and report direct and indirect costs in a manner that is consistent with
applicable government contract laws and regulations. We believe that corrective action relative to these
conditions will provide greater assurances as to the accuracy and reliability of the information included in
the contractor's accounting and management systems. The conditions are detailed in the "Statement of
Condition and Recommendation" and are summarized below:

Irrespective of the type of opinion; adequate, inadequate, or inadequate in part, if the auditor identified
deficiencies which are not considered to be significant but correction would enhance the system, they
should be reported in an appendix entitled "Suggestions to Improve the System". For example, this
paragraph may read:

During the course of our review, we also noted other matters involving the EDP system general internal
controls that, although not considered to be significant deficiencies at this time, we believe should be
communicated to the management of [Contractor Name/short name]. These matters are detailed in the
"Suggestions to Improve the System" appendix included on page [xx] of this report.

Report the impact that control risk assessments will have on the nature and extent of audit effort on other
internal control reviews. For example, this paragraph may read:

As a result of control risk assessments, our audit effort in the following areas will be [increased/ decreased]:
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[List the audit areas affected and the changes in audit effort.]

We examined only the EDP system general internal controls. Accordingly, we express no opinion on the
contractor's system of internal controls taken as a whole.

The report should set forth the results of the exit conference in a statement similar to that shown below:

We discussed the results of audit with [Name and Title of contractor representative] in an exit conference
held on [Date]. We provided a draft copy of the "Results of Audit" and "Statement of Condition and
Recommendation" at the exit conference. The [Contractor's name] written response has been incorporated in
the corresponding "Statement of Condition and Recommendation". The complete text of the contractor's
response appears as Appendix [x].

Statement of Condition and Recommendation

The statements of condition and recommendation are an integral part of the results of audit and should
follow the narrative described in the Results of Audit. Alternatively, they may be included in attached
appendices.

[Title of Deficiency]

1. Condition1.  

2. Recommendation2.  

3. Contractor's Reaction3.  

4. Auditor's Comments4.  

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area reviewed.
This information should be classified under subheading for the organization and individual system(s).

1. Organization1.  

2. EDP system general internal controls2.  

DCAA Personnel

Telephone No.
Primary
contact
regarding this
audit:

[name, title] [number]
[name, title] [number]

Other contacts
regarding this
audit:

[name, title] [number]

FAX No.
[Fax no.]
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E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer

[Contractor Name]
[Contractor Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use as appropriate. Refer to 10-409 for additional information.

For Official Use Only

Next Section

Open this portion of the document in Word (24 KB)
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Subject of Audit

Import the subject from TEWPs Workpaper A, addressing the specific nature of the audit e.g.:

Participation in a joint Contractor Purchasing System Review (CPSR), or
Performing an ICAPS system review.

1.  

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion,
recommendations, and the significant issues supporting the opinion. Refer to 10-406 for examples.

Scope of Audit

[If an audit combines a review of the economy and efficiency aspects of a functional area with the applicable
internal controls, the scope of audit should cover both the performance and the internal control aspects. The
auditor should draft an appropriate scope paragraph combining relevant aspects of the guidance below:]

For operations audits or other types of performance audits (section 14-500), the scope of audit may read;

Except for the qualifications discussed below (omit if there is no "Qualifications" section within the "Scope"
paragraph), we conducted our audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to:

Obtain an understanding of the area to be audited,1.  

Consider legal and regulatory requirements,2.  

Identify and review management controls applicable to the area,3.  

Identify criteria needed to evaluate matters subject to audit,4.  

Identify and examine relevant sources of data to satisfy the audit objectives,5.  

Determine the need for technical specialist assistance, and6.  

Identify significant findings and recommendations from previous audits that could affect the audit
objectives, and determine if the contractor has corrected the conditions leading to those
recommendations.

7.  

For internal control audits of contractor accounting and management systems (Chapter 5), the scope of
audit may read:

We conducted our audit in accordance with generally accepted government auditing standards. Those
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standards require that we obtain a sufficient understanding of internal controls to plan financial audits and
determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

The next scope paragraph, regardless of the type of functional audit performed, should identify the
established or stated criteria used to evaluate the functional area:

We evaluated the purchasing system using the applicable requirements contained in:

Federal Acquisition Regulation (FAR),
DoD FAR Supplement (DFARS),
Cost Accounting Standards, and
Industry or Technical Guides." [Identify]

1.  

Our audit specifically covered the purchasing system's internal control procedures associated with the
following control objectives: [Delete if inapplicable]

Contractor Compliance, Training, Policies, and Procedures;
Purchase Orders and Subcontract Clauses;
Management of Purchasing;
Selecting Sources;
Pricing and Negotiation; and
Subcontract Award and Administration.

1.  

We believe our audit provides a reasonable basis for our opinion.

Qualifications

Identify any circumstances encountered which have a significant adverse effect on the audit or results.
(See 10-210.4)

Results of Audit

The opening paragraph will vary according to the nature of the report. Refer to 10-408 for additional
information.

As a result of control risk assessments, our audit effort in the in the following areas will be
[increased/decreased]:

[List the audit areas affected and the changes in audit effort.]

Statement of Condition and Recommendation

If the audit disclosed significant deficiencies, the statement of condition and recommendation is an
integral part of the results of audit and should follow the narrative described in the Results of Audit.
Alternatively, they may be included in attached appendixes.

Refer to 10-409 for the detail on the presentation criteria and construction.
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Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples.

DCAA Personnel

Telephone No.
Primary contact
regarding this
audit:

[name,
title]

[number]

[name,
title]

[number]

Other contacts
regarding this
audit:

[name,
title]

[number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

[Contractor Name]
[Contractor Address]

(Copy furnished thru ACO)

Refer to 10-412 for guidance on distribution.
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Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use as appropriate. Refer to 10-213 and 10-409 for additional information.

For Official Use Only

Next Section

Open this portion of the document in Word (20.5 KB)
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Subject of Audit
Executive Summary
Scope of Audit
Results of Audit
Contractor Organization and
Systems
DCAA Personnel and Report
Authorizations
Audit Report Distribution and
Restrictions
Appendixes

Subject of Audit

[This section should include a statement, such as:]

As part of our comprehensive audit of [Contractor's Name] [short name], we have audited the contractor's
consultant function. The audit was performed to determine if the contractor's system provides adequate
internal controls to ensure that consultant costs are reasonable in accordance with FAR 31.205-6. The
primary objective of this consultant review was to identify any unreasonable costs and systems deficiencies
that require contractor corrective action. As part of this objective, we determined the adequacy of
[Contractor's Name/short name]'s system for acquiring and managing consultants consistent with the
services provided and in compliance with FAR 31.205-33; and determined [Contractor's Name/short
name] compliance with its consultant policies, procedures, and established practices. Our audit covered
consultant costs for contractor fiscal year [Insert Year] based upon data provided by [Contractor's
Name/short name].

[This section will also include the following responsibility statement:]

[Contractor's Name/short name] is responsible for establishing and maintaining an adequate system for
acquiring and managing the consultant function. Our responsibility is to express an opinion on the adequacy
of the consultant function based on our audit.

[Refer to 10-405 for additional detail].

Executive Summary

[This section gives a brief overview of the audit findings. Refer to 10-406 for additional information and
detail.]

Scope of Audit

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we obtain a sufficient understanding of internal controls to plan financial audits and
determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  
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assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

We evaluated the [insert data, records, representations or systems name] using the applicable requirements
contained in:

Federal Acquisition Regulation (FAR),

[DoD FAR Supplement (DFARS) or non-DoD agency supplements, as applicable], and1.  

1.  

Cost Accounting Standards.2.  

[Modify the above statement for DFARS and CAS applicability, as appropriate. Refer to 10-407b, c, d and
e, for additional comments on appropriate scope statements.

In addition, any factors that restrict or limit the scope of the audit should be clearly described within the
scope of audit section under a separate heading entitled "Qualifications" (See 10-210.4).]

We believe our audit provides a reasonable basis for our opinion.

Qualifications

[Identify any circumstances encountered that have a significant adverse effect on the audit or results. (See
10-210.4 for general guidance and 6-708.1 and 6-709.2 for specific limitations.)]

Results of Audit

[This section of the report should summarize the conditions and recommendations found during the audit.
The opening paragraph will vary according to the nature of the report. Refer to 10-408 for additional
information.

This section should include a statement, such as:]

As part of our comprehensive audit of [Insert Contractor's Name], we reviewed the contractor's consultant
function. We performed the audit to evaluate whether the contractor's policies and practices provide
adequate internal controls to ensure that consultant costs are reasonable in accordance with FAR
31.205-33. The primary objective of this consultant review was to identify any unreasonable costs and
systems deficiencies that require contractor corrective action. As part of this objective, we determined the
adequacy of [Insert Contractor's Name] system for acquiring and maintaining reasonable services to
supplement and complement in-house capability of direct and indirect functions and in compliance with FAR
31.205-33, and determined [Insert Contractor's Name] compliance with its consultant policies, procedures,
and established practices. Our audit covered consultant costs for contractor fiscal year [Insert Year] based
upon data provided by [Insert Contractor's Name].

Statement of Condition and Recommendation

[If applicable, the statements of condition and recommendation are an integral part of the results of audit
and should follow the narrative described in the Results of Audit. Alternatively, they may be included in
attached appendixes.

Refer to 10-409 for the detail on the presentation criteria and construction.]

Contractor Organization and Systems

[This section should furnish pertinent information necessary for the reader to understand the area
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reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples.]

DCAA Personnel

Telephone No.
Primary contact
regarding this
audit:

[name,
title]

[number]

[name,
title]

[number]

Other contacts
regarding this
audit:

[name,
title]

[number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

[Contractor Name]
[Contractor Address]

(Copy furnished thru ACO)

[Refer to 10-506 for distribution to DoD and non-DoD organizations.]

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary

1.  
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determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

[Use as appropriate. Refer to 10-409a for additional information.

Note: For Real Time Reporting (Flash Audit Reports) refer to 10-413.]

For Official Use Only

Next Section

Open this portion of the document in Word (21 KB)
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Subject of Audit

We have audited the [Contractor name] [short name, if applicable] material management and accounting
system (MMAS) to test the operational effectiveness of the MMAS internal controls and to evaluate whether
[Contractor name/short name]'s MMAS adequately conforms to the MMAS standards in DFARS
252.242-7004.

[Contractor name/short name] is responsible for establishing and maintaining an adequate MMAS internal
control system in compliance with DFARS 252.242-7004. Our responsibility is to express an opinion on the
adequacy of the MMAS internal controls based on our audit.

Executive Summary

If applicable (10-210.3), this section briefly describes the audit opinion, recommendations, and the
significant issues supporting the opinion. Refer to 10-406 for examples.

Scope of Audit

[If an audit combines a review of the economy and efficiency aspects of a functional area with the applicable
internal controls, the scope of audit should cover both the performance and the internal control aspects. The
auditor should draft an appropriate scope paragraph combining relevant aspects of the guidance below:]

For operations audits or other types of performance audits (section 14-500), the scope of audit may read;

Except for the qualifications discussed below (omit if there is no "Qualifications" section within the "Scope"
paragraph), we conducted our audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to:

Obtain an understanding of the area to be audited,1.  

Consider legal and regulatory requirements,2.  

Identify and review management controls applicable to the area,3.  

Identify criteria needed to evaluate matters subject to audit,4.  

Identify and examine relevant sources of data to satisfy the audit objectives,5.  

Determine the need for technical specialist assistance, and6.  

Identify significant findings and recommendations from previous audits that could affect the audit
objectives, and determine if the contractor has corrected the conditions leading to those
recommendations.

7.  
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For internal control audits of contractor accounting and management systems (Chapter 5), the scope of
audit may read:

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we obtain a sufficient understanding of internal controls to plan financial audits and
determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

The next scope paragraph, regardless of the type of functional audit performed, should identify the
established or stated criteria used to evaluate the functional area:

We evaluated the MMAS internal controls using the applicable requirements contained in:

Federal Acquisition Regulation (FAR),
DoD FAR Supplement (DFARS),
Cost Accounting Standards, and
Industry or Technical Guides." [Identify]

1.  

Our audit specifically covered the MMAS internal control procedures associated with the following control
objectives:

System description
Material requirements
System monitoring
Audit trail
Physical inventories
Material transfers
Material costing
Inventory allocations
Commingled inventory
Internal audits

1.  

We believe that our audit provides a reasonable basis for our opinion.

Qualifications

Identify any circumstances encountered which have a significant adverse effect on the audit or results.
(See 10-210.4)

Results of Audit

The opening paragraph will vary according to the nature of the report. Refer to 10-408 for additional
information.

In our opinion, the MMAS system and related internal control policies and procedures of [short name] are
[adequate, inadequate, or inadequate in part].

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/060/0048Z060DOC.HTM (3 of 5) [11/19/1999 3:34:51 PM]



This section should also summarize any significant conditions and recommendations or "Suggestions to
Improve the System". Refer to 10-408 for additional information.

As a result of control risk assessments, our audit effort in the in the following areas will be
[increased/decreased]:

[List the audit areas affected and the changes in audit effort.]

We examined only the MMAS system. Accordingly, we express no opinion on [short name]'s system of
internal controls taken as a whole.

The audit report results were provided and discussed with [name and title] on [date] [outcome].

Refer to 10-408 for additional information.

Statement of Condition and Recommendation

If the audit disclosed significant deficiencies, the statement of condition and recommendation is an
integral part of the results of audit and should follow the narrative described in the Results of Audit.
Alternatively, they may be included in attached appendixes.

Refer to 10-409 for the detail on the presentation criteria and construction.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples.

DCAA Personnel

Telephone No.
Primary contact
regarding this
audit:

[name,
title]

[number]

[name,
title]

[number]

Other contacts
regarding this
audit:

[name,
title]

[number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/060/0048Z060DOC.HTM (4 of 5) [11/19/1999 3:34:51 PM]

http://www.dtic.mil/dcaa/


Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

[Contractor Name]
[Contractor Address]

(Copy furnished thru ACO)

Refer to 10-412 for guidance on distribution.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use as appropriate. Refer to 10-213 and 10-409 for additional information.

For Official Use Only

Next Section

Open this portion of the document in Word (23 KB)
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Subject of Audit

We have audited [Contractor's name] [short name] labor accounting system to evaluate the adequacy of and
[Contractor's name/short name] compliance with the system's internal controls for accumulating and
recording labor costs.

[Contractor's name/short name] is responsible for establishing and maintaining an adequate labor accounting
system. Our responsibility is to express an opinion on the adequacy of the labor accounting system based on
our audit.

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion,
recommendations, and the significant issues supporting the opinion. Refer to 10-406 for examples.

Scope of Audit

If there are audit report qualifications, begin the Scope of Audit paragraph with "Except for the
qualifications discussed below, we conducted …". See 10-210.3.

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we obtain a sufficient understanding of internal controls to plan financial audits and
determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

We evaluated the labor accounting system controls using the applicable requirements contained in:

Federal Acquisition Regulation (FAR);
[DoD FAR Supplement (DFARS) or non-DoD agency supplements, as applicable],
Cost Accounting Standards, and
Industry or Technical Guides. [Identify any applicable guides actually used]

1.  

Modify the above statement for DFARS and CAS applicability, as appropriate. Refer to 10-407d, for
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additional comments on appropriate scope statements.

Our audit specifically covered the labor accounting system's internal control procedures associated with the
following control objectives:

Management Reviews;
Employee Awareness Training;
Labor Authorization/Approvals;
Timekeeping;
Labor Distribution;
Labor Cost Accounting;
Payroll Preparation and Payment; and
Labor Transfers and Adjustments.

1.  

We believe that our audit provides a reasonable basis for our opinion.

Qualifications

Identify any circumstances encountered which have a significant adverse effect on the audit or results.
(See 10-210.4)

Results of Audit

The opening paragraph will vary according to the nature of the report. Refer to 10-408 for additional
information.

In our opinion, the labor accounting system and related internal control policies and procedures of
[Contractor's Name/short name] are [adequate] [inadequate] or [inadequate in part].

This section of the report should summarize the conditions and recommendations if deficiencies were
found during the audit.

As a result of control risk assessments, our audit effort in the following areas will be [increased] [decreased].

The affected audit areas with the changes in audit effort should be listed. Refer to 10-408 for additional
information.

We examined only the labor accounting system. Accordingly, we express no opinion on [short name]'s
system of internal controls taken as a whole.

The audit report results were provided and discussed with [name and title] on [date] [outcome].

Statement of Condition and Recommendation

If the audit disclosed significant deficiencies, the statement of condition and recommendation is an
integral part of the results of audit and should follow the narrative described in the Results of Audit.
Alternatively, they may be included in attached appendixes.

Refer to 10-409 for the detail on the presentation criteria and construction.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
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individual system(s). Refer to 10-410 for additional information and examples.

DCAA Personnel

Telephone No.
Primary contact
regarding this
audit:

[name,
title]

[number]

[name,
title]

[number]

Other contacts
regarding this
audit:

[name,
title]

[number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

[Contractor Name]
[Contractor Address]

(Copy furnished thru ACO)

Refer to 10-412 for guidance on distribution.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18

1.  
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U.S.C.1905 before releasing this information to the public.

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. This restriction should be tailored/omitted for release applications as discussed in 10-212. The
Defense Contract Audit Agency has no objection to release of this report, at the discretion of the
contracting agency, to authorized representatives of [contractor name].

3.  

4. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

4.  

Appendixes

Use as appropriate. Refer to 10-213 and 10-409 for additional information.
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Subject of Audit

We have audited the [Contractor name] [(short name)] compensation system to evaluate the adequacy of and
[Contractor name/short name]'s compliance with the system's internal controls for providing employee
compensation costs that are reasonable, compliant with government laws and regulations, and subject to
applicable financial control systems.

[Short name] is responsible for establishing and maintaining an adequate compensation system. Our
responsibility is to express an opinion on the adequacy of the compensation system controls based on our
audit.

Refer to 10-405 and 5-800 for additional detail.

Executive Summary

If applicable (10-210.3), this section briefly describes the audit opinion, recommendations, and the
significant issues supporting the opinion. Refer to 10-406 and 5-800 for additional information and detail.

Scope of Audit

[If an audit combines a review of the economy and efficiency aspects of a functional area with the applicable
internal controls, the scope of audit should cover both the performance and the internal control aspects. The
auditor should draft an appropriate scope paragraph combining relevant aspects of the guidance below:]

For operations audits or other types of performance audits (section 14-500), the scope of audit may read;

Except for the qualifications discussed below (omit if there is no "Qualifications" section within the
"Scope" paragraph), we conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to:

Obtain an understanding of the area to be audited,1.  

Consider legal and regulatory requirements,2.  

Identify and review management controls applicable to the area,3.  

Identify criteria needed to evaluate matters subject to audit,4.  

Identify and examine relevant sources of data to satisfy the audit objectives,5.  

Determine the need for technical specialist assistance, and6.  

Identify significant findings and recommendations from previous audits that could affect the audit7.  
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objectives, and determine if the contractor has corrected the conditions leading to those
recommendations.

For internal control audits of contractor accounting and management systems (Chapter 5), the scope of
audit may read:

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we obtain a sufficient understanding of internal controls to plan financial audits and
determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

The next scope paragraph, regardless of the type of functional audit performed, should identify the
established or stated criteria used to evaluate the functional area:

We evaluated the compensation internal controls using the applicable requirements contained in:

Federal Acquisition Regulation (FAR),
DoD FAR Supplement (DFARS) or non-DoD agency supplements, as applicable,
Cost Accounting Standards, and
Industry or Technical Guides." [Identify]

1.  

Our audit specifically covered the compensation system's internal control procedures associated with the
following control objectives:

compensation policies, procedures, and practices;
management reviews of pay administration;
organization and assignment of responsibilities; and
training for compensation personnel.

1.  

Refer to 5-805 and 10-407 for additional information and requirements.

We believe that our audit provides a reasonable basis for our opinion.

Qualifications

Identify any circumstances encountered which have a significant adverse effect on the audit or results.
See 10-210.4, 5-800 and 6-709.2 for general guidance.

Results of Audit

This section of the audit report should identify whether the system is adequate and/or whether
unreasonable compensation exists, and summarize the conditions and recommendations found during the
audit. Refer to 5-811.2 and 10-408 for additional information and statements to be included in this
section.

In our opinion, the compensation system and related internal control policies and procedures of [short name]
are [adequate, inadequate, or inadequate in part].
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This section should also report the status of contractor efforts to correct previously reported conditions in
the same area and it should state whether the auditor considers the corrective action adequate. If
corrective action has not been taken or is inadequate, the recommendation should be restated and the
updated discussion of the matter should be referenced in the present report (10-408d).

We examined only the compensation system. Accordingly, we express no opinion on [short name]'s system
of internal controls taken as a whole.

The audit report results were provided and discussed with [name and title] on [date] [outcome]

Statement of Condition and Recommendations

The statements of condition and recommendations are an integral part of the results of audit and should
follow the narrative described in 10-408. Alternatively they may be included in attached appendixes. The
presentation should follow the six-element outline as noted in 10-409a. The main subheadings under this
section should be "Condition", "Recommendation", "Contractor's Reaction," and "Auditor's
Comments" (if required). Refer to 5-810.3 for a discussion of Corrective Action Plans.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual systems. If this information has previously been provided to the report recipient, it should be
referenced here. Refer to 10-410 for examples and guidance and 5-800 for general information.

DCAA Personnel

Telephone No.
Primary contact
regarding this
audit:

[name,
title]

[number]

[name,
title]

[number]

Other contacts
regarding this
audit:

[name,
title]

[number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
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requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

[Contractor Name]
[Contractor Address]

(Copy furnished thru ACO)

Refer to 10-412 for audit report distribution.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.26(b)(2), DCAA will refer
any Freedom of Information Act requests for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requester.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendix

Refer to 10-213 and 10-409 for discussion of the use of the appendixes.
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Appendixes X

Subject of Audit

[In this audit we provide opinions on compliance and on the Schedule of Expenditures of Federal Awards. The
subject and results of audit sections each have subheadings, which contain appropriate data. Illustrative examples
follow; modify as appropriate.]

Compliance

We have audited [auditee name]'s compliance with requirements described in the U.S. Office of Management and
Budget Circular A-133 Compliance Supplement that are applicable to its major federal program(s). [Auditee name]'s
major federal program(s) are identified in the summary of auditor's results section of the accompanying schedule of
findings and questioned costs. We have also audited [auditee's name]'s [date] certified final indirect cost rate
proposal and related books and records for reimbursement of FY XXXX incurred costs. The purpose of the audit was
to determine the allowability of direct and indirect costs [if an educational institution, use the term "facilities and
administration costs"] and form the basis for [select appropriate one: audit determined or negotiated] indirect cost [if
an educational institution, use the term "facilities and administration costs"] rates for the period ended [identify
applicable period including month and year]. The proposed [select appropriate type of rate: predetermined,
negotiated fixed and carry forward, provisional, simplified, lump sum, or final] rates apply to the federal awards
listed in Appendix 7. A copy of [auditee name]'s Certificate of Final Indirect Costs, dated, is included as Appendix 3
to the report. [If an educational institution, modify to include the OMB Circular A-21, Section K, Certification of
charges.]

The proposal and its compliance with the requirements of laws, regulations, contracts, and grants applicable to each
of its major federal programs are the responsibility of [auditee name]'s management. Our responsibility is to express
an opinion on the proposal and compliance based on our audit.

Internal Control Over Compliance

The management of [auditee name] is also responsible for establishing and maintaining adequate internal control
over compliance with the requirements of laws, regulations, contracts, and grants applicable to federal programs. Our
responsibility is to obtain an understanding of [auditee name]'s internal control over compliance in order to determine
our auditing procedures for the purpose of expressing an opinion on compliance and to test and report on the internal
control over compliance in accordance with OMB Circular A-133.

Schedule of Expenditures of Federal Awards

[Auditee name] is responsible for preparing a Schedule of Expenditures of Federal Awards to comply with Circular
A-133 requirements. Our responsibility is to express an opinion on whether the Schedule of Expenditures of Federal
Awards is fairly stated, in all material respects, in relation to the auditee's financial statements taken as a whole.

Scope of Audit

[Except for the qualifications discussed below, (omit if there is no "Qualifications" section within the "Scope"
paragraph)] We conducted our audit in accordance with generally accepted government auditing standards and
Office of Management and Budget (OMB) Circular A-133, Audits of States, Local Governments and Nonprofit
Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements listed below that
could have a direct and material effect on the major federal program(s) being audited occurred.

[List the applicable compliance requirements for which DCAA agreed to
accept responsibility as part of the A-133 audit.]

Activities allowed or unallowed1.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/063/0048Z063DOC.HTM (2 of 21) [11/19/1999 3:35:16 PM]



Allowable cost/cost principles
Cash management
Davis-Bacon Act
Eligibility
Equipment and real property management
Matching, level of effort, earmarking
Period of availability of funds
Procurement
Program income
Real property acquisition and relocation assistance
Reporting
Subrecipient monitoring
Special tests and provisions

An audit includes:

reviewing the auditee's internal controls, assessing control risk, and determining the extent of audit testing
needed based on the control risk assessment;

1.  

examining, on a test basis, evidence about the auditee's compliance with those requirements and performing
other procedures as the auditor considered necessary in the circumstances;

2.  

assessing the accounting principles used and significant estimates made by the auditee; and3.  

evaluating the overall data and records presentation.4.  

We evaluated [auditee name]'s incurred cost proposal, compliance with applicable compliance requirements, the
related internal controls and the Schedule of Expenditures of Federal Awards using the applicable requirements
contained in:

[List only applicable references, also identify any relevant industry, technical, and federal guides.]

Federal Acquisition Regulation (FAR)],1.  

Defense FAR Supplement (DFARS), [or other agency supplement]2.  

Cost Accounting Standards,3.  

DoD Grant and Agreement Regulations [DoDGARS],4.  

OMB Circular A-133 Audits of States, Local Government and Nonprofit Organizations,5.  

OMB Circular(s) [identify appropriate Circular No. and Name i.e., A-21, A-110, A-122],6.  

OMB Circular A-133 Compliance Supplement, and7.  

National Institute of Health Guide for Grants and Contracts. [Also identify relevant industry, technical and
federal guides. In this pro forma report, the federal NIH guide was used during the course of this example
audit.]

8.  

[If appropriate, include a statement as to why CAS is not applicable]

In planning and performing our audit, we considered [Auditee name]'s internal control over compliance with
requirements that could have a direct and material effect on a major federal program. For the purpose of expressing
an opinion on compliance and to test and report on internal control over compliance, we determined our auditing
procedures in accordance with OMB Circular A-133.

We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination of [auditee's name]'s compliance with those requirements.

Qualifications:
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[Identify any circumstances encountered which have a significant adverse effect on the audit results. An
example of a qualification is provided for your information.]

1.  

[The following language may be used when a non-DoD agency is unwilling to pay for the audit, or a
significant amount of expenditures for the period is excluded from the scope of DCAA's audit because the
auditor does not have access to certain restricted or classified information.]

2.  

At the request of [name federal department], we excluded their federal awards from our audit of compliance at
[auditee name] with the [name the major federal program]. . .

or

We did not have access to certain awards in the [name the major federal program] regarding [identify applicable
compliance requirements], nor were we able to satisfy ourselves as to [auditee name]'s compliance with those
requirements by other auditing procedures. . .

Results of Audit
[Several examples follow. In this pro forma example, DCAA audited the research and development major
program and the auditee was found to be in noncompliance with certain requirements (Example 4). However,
the alternative examples in this report are provided in order of complexity. Note: We provide opinions on
compliance with requirements and the schedule of federal awards.]

1.  

Compliance:

[Example No. 1 -- Unqualified opinion on compliance with no significant audit findings.]1.  

In our opinion, [auditee name] complied, in all material respects, with the requirements referred to above that are
applicable to its research and development program [if applicable, list other major federal program(s)].

[Example No. 2 -- Unqualified opinion on compliance - No significant audit findings noted; however,
noncompliance with one or more requirements exists.]

1.  

In our opinion, [auditee name] complied, in all material respects, with the requirements referred to above that are
applicable to the research and development program [if applicable, list other program(s)]. However, our audit
disclosed instances of noncompliance with those requirements [identify relevant compliance requirements] that are
applicable to the research and development program [if applicable, list other programs], which are required to be
reported in accordance with Circular A-133, and which are described in the accompanying Schedule of Findings and
Questioned Costs, Appendix 1.

[Example No. 3 -- Qualified opinion on compliance with one program -- Scope limitation with no
significant audit findings, modify as appropriate.]

1.  

In our opinion, except for the exclusion of federal awards as discussed in the qualification section of this report
[auditee name] complied, in all material respects, with the requirements referred to above that are applicable to the
[identify program(s)]. As discussed above, at the request of [name federal department] we excluded their federal
awards from our audit of compliance at [auditee name] with the [name the major federal program]. Therefore, our
audit opinion does not cover their awards.

[Example No. 4 -- Qualified opinion on compliance - Significant audit findings and noncompliance with
one or more requirements.]

1.  

In our opinion, except for those instances of noncompliance with the requirements that are applicable to the research
and development program [if applicable list other program(s)], [auditee's name] complied, in all material respects,
with the requirements referred to above that are applicable to the research and development program [if applicable,
list other program(s)]. Our audit disclosed instances of noncompliance with the following requirements [identify
relevant compliance requirement(s)] that are applicable to the research and development program [if applicable, list
other program(s): (list applicable noncompliances)]. These noncompliances are described in the accompanying
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Schedule of Findings Questioned Costs, Appendix 1. Compliance with these requirements is necessary, in our
opinion, for [auditee name] to fully comply with the requirements applicable to the research and development
program [if applicable, list other program(s)].

[For all examples, include appropriate comments on: indirect and direct costs, penalties for unallowable
costs, and Circular A-21 interest. Also provide a summary schedule. The following comments relate to
example 2.]

1.  

Indirect Costs. [if an educational institution, use the term "Facilities and Administration costs"]. The audit results
and recommendations are summarized below and presented in detail in the accompanying Schedule of Findings and
Questioned Costs. [Auditee's name] did not accept our findings and recommendations with respect to questioned
entertainment costs ($8,036, Appendix 1.

Direct Costs. Our audit of direct costs disclosed no exceptions at this time. Final acceptance of amounts proposed
under federal awards does not take place until performance under the award is completed and accepted by the
cognizant authorities and the audit responsibilities have been completed. [Revise based on results of audit and audit
findings.]

  Proposed Questioned    

Indirect Category Indirect
Expense Pool Cost Rate Indirect

Expense Pool Cost Rate Ref. Page

Fringe Benefits (a) $ 557,633 31.36% $      

Research O/H (b) 1,152,166 70.02% 53,900 3.28% App. 1 x

G&A Expense (c) 544,675 16.92% 43,577 1.35% App. 1 x

(a) Allocation Base -- Total labor dollars ($1,778,322)
(b) Allocation Base -- Total direct labor dollars ($1,645,402)
(c) Allocation Base -- Total cost input, excluding G&A expense ($3,219,889)

1.  

Government Participation in Allocation Bases

Indirect Category
Government
Flexibly-Priced Federal
Awards

FFP Federal Awards
|and Commercial Work Total

Fringe Benefits 35% 65% 100.0%

Overhead Expense 60% 40% 100.0%

G&A Expense 60% 40% 100.0%

Penalties for Unallowable Costs. Indirect costs questioned in this audit are believed to be subject to the penalties
provided in (cite FAR or DFARS as discussed in CAM Figure 10-5-1). Our recommendations for each questioned
item are included in the notes to the Schedule of Findings and Questioned Costs. Affected contracts are identified in
Appendix 7. Our recommendations concerning the interest to be recovered on unallowable costs paid will be
furnished when we have received your determination on penalties to be assessed.

(If an educational institution with costs questioned subject to interest, include the following statement.) We believe
that some of the costs questioned in this audit are subject to interest as provided in OMB Circular A-21, Section C.,
subsection 8. Our recommendation for each questioned item is included in the reference notes to the Schedule of
Findings Questioned Costs, Appendix 1. Our recommendations concerning the interest to be recovered on
unallowable cost paid will be furnished after we have received your determination on the penalties to be assessed.

Appendix 7, includes a Schedule of Allowable Costs by Federal Award. [Auditee name]'s Certificate of Final Indirect
Cost is provided as Appendix 3.

[Note: If including the schedule is not practical [e.g., the schedule is too voluminous] make reference here to the
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specific records that detail the allowable costs by award -- see CAM 10-504.5d.(8)]

Internal Control Over Compliance

[State the results of review. In this pro forma example, DCAA audited the research and development program
and the auditee was found to have an internal control deficiency that is a reportable condition but not a
material weakness. (Example No. 2)]

1.  

[Example No. 1 -- When there are no reportable conditions/no material weaknesses.]2.  

Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal
control that might constitute material weaknesses. A material weakness is a condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low level the risk that
noncompliance with applicable requirements of laws, regulations, contracts, and grants that would be material in
relation to a major federal program being audited may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions. We noted no matters involving the internal control over
compliance and its operations that we consider to be material weaknesses. [GAGAS 5.27; AU Section 325.15; and
AICPA Statement of Position 98-3, Appendix D, Example 3].

[Example No. 2 -- When there are reportable conditions that are not material weaknesses.]1.  

We noted certain matters involving the internal control over compliance and its operations that we consider to be
reportable conditions. Reportable conditions involve matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over compliance that, in our judgment, could adversely
affect the organization's ability to administer a major federal program in accordance with applicable requirements of
laws, regulations, contracts, and grants. This reportable condition is described in the Schedule of Findings and
Questioned Costs, Appendix 1, of this report. [GAGAS 5.26, AU Section 325.21 "Communication of Internal Control
Structure," provides examples of reportable conditions.]

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with the applicable requirements of
laws, regulations, contracts and grants that would be material in relation to [list applicable program(s)] the research
and development program under OMB Circular A-133 being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. [For additional guidance see
GAGAS 5.27; AU Section 325.15; and AICPA Statement of Position 98-3, Appendix D, Example 3.a.]

Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal
control that might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions
that are also considered to be material weaknesses. However, we believe that the reportable condition described
above is not a material weakness. We believe that the cited deficiency is not so significant that the entire system is
unreliable. The contractor has agreed to correct the system deficiency and provide us an acceptable correct action
plan which will alleviate the deficiency in a reasonable time. [If more than one condition is cited, state: "However,
we believe that none of the reportable conditions described above is a material weakness."]

[Example No. 3 -- When reportable conditions are noted that are material weaknesses. If the reportable
condition is considered to be of such magnitude as to preclude management from asserting that the entity has
effective internal control, it would be reported as a material weakness. The auditor should coordinate this
position in advance with regional management and with the Independent Public Accountants.]

1.  

We noted certain matters involving the internal control over compliance and its operations that we consider to be a
reportable condition. Reportable conditions involve matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over compliance that, in our judgment, could adversely
affect the organization's ability to administer a major federal program in accordance with applicable requirements of
laws, regulations, contracts, and grants. This reportable condition is described in the Schedule of Findings and
Questioned Costs, Appendix 1, note of this report. [GAGAS 5.26, AU Section 325.21 "Communication of Internal
Control Structure," provides examples of reportable conditions.]
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A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with the applicable requirements of
laws, regulations, contracts and grants that would be material in relation to [list applicable program(s)] the research
and development program under OMB Circular A-133 being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal
control that might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions
that are also considered to be material weaknesses. However, of the reportable condition(s) described above, we
consider [list the reference numbers of the related findings] to be material weaknesses. The cited deficiency is so
significant that the ______ system is considered unreliable. [GAGAS 5.27; AU Section 325.15; and AICPA Statement
of Position 98-3, Appendix D, Example 5.]

Schedule of Expenditures of Federal Awards:

In our opinion, the Schedule of Expenditures of Federal Awards, included as Appendix 4, with regard to the research
and development program [revise accordingly and limit opinion to the program(s) included in the scope of DCAA's
audit] is fairly stated, in all material respects, in relation to the financial statements taken as a whole. The audit results
and recommendations are presented in detail in the accompanying Schedule of Findings and Questioned Costs.

Auditor's Comments on Summary Schedule of Prior Audit Findings

As part of our audit, we included procedures to assess the reasonableness of [auditee name]'s Summary Schedule of
Prior Audit Findings, included as Appendix 5. Our audit disclosed that [auditee name] materially misrepresented the
status of its corrective action taken regarding finding number 97-4, identification and segregation of unallowable
costs applicable to the research and development program. [Auditee name]'s FY xxxx final indirect cost rate proposal
contains the same type of expressly unallowable costs included in the prior year's final incurred cost proposal. [Revise
accordingly based on auditee's representation of its status of prior audit findings.]

We provided and discussed the audit results with Mr. John Doe, Controller on 30 April xxxx. [Auditee name]'s
Corrective Action Plan for the Current Year, which addresses each audit finding, is included as Appendix 6.

Auditee Organization and Systems

1. Organization

[Auditee name] commenced operations in July 1975. Revenues for the year ended xxxx totaled $4 million.
Approximately 40 percent of [auditee name]'s total revenues are applicable to flexibly priced federal awards
and 60 percent to commercial and firm fixed-price contracts/subcontracts. The majority of [auditee name]'s
revenues relate to providing research, management and educational services to government agencies and
industrial companies. [Auditee name] has approximately 90 employees.

1.  

2. Accounting System

[Auditee name] maintains a job cost accounting system wherein individual awards are assigned project
numbers that are used to accumulate direct costs. Indirect costs are identified with and accumulated under
individual departments which, in turn, are identified to the various indirect cost pools. Indirect expenses are
recorded and billed to projects using provisional rates. The following is a schedule of [auditee name] indirect
cost pools and applicable allocation bases:

1.  

Indirect Cost Pool Allocation Base
Fringe Benefits Total labor dollars
Research Overhead Total direct labor dollars
G&A Expense Total cost input, excluding G&A expenses
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[Modify to include relevant management systems which impact the audit.]

DCAA Personnel

Telephone No.
Primary contacts regarding this report:

[Name, Title] [Number]
[Name, Title] [Number]

FAX No.
[Fax number]

E-mail Address
[*faoxxxx@dcaa.mil]

General information on audit matters us available at http://www.dtic.mil/dcaa/ .

Relevant Dates

[Use this section to include dates of extensions granted by the cognizant agency or oversight
agency - see Circular A-133 sections.400(a)(2) and(b)].

Audit Report Authorized By:
[Name]
[Title]
[FAO]

1.  

Audit Report Distribution and Restrictions

Distribution

[ACO's name and address] E-mail Address

[Auditee's name and address]

Restrictions

1. The For Official Use Only (FOUO) marking placed on this audit report is not a security marking. It is a
marking required by DoD Freedom of Information Act (FOIA) regulations. The marking provides notice that
the report might contain information that is subject to withholding under FOIA. The FOUO marking is a notice
limited to Department of Defense employees.

1.  

2. The Defense Contract Audit Agency has no objection to the auditee releasing this report at its discretion for
public inspection.

2.  

3. The Defense Contract Audit Agency has no objection to the auditee removing the FOUO markings from this
audit report.

3.  

4. This report is intended solely for the information and use by federal awarding agencies and pass-through
entities and is not intended to be and should not be used by anyone other than these specified parties.

4.  

Schedule of Findings and Questioned Costs

[Auditee Name]
Fiscal Year Ended XXXX

Section I: -- Summary of Auditor's Results:
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A. Financial Statements:

Information pertaining to the financial statements can be found in the independent public accountant's audit
report.

1.  

B. Federal Awards:

1. Type of auditor's report issued on compliance for major programs:1.  

Type of Audit Opinion  

Unqualified  

Qualified X

Adverse  

Disclaimer  

2. Internal control over major programs:1.  

  Yes None
Reported

Material weaknesses were identified.   X

Reportable conditions identified not
considered to be a material weakness.

X  

3. Any audit findings disclosed that are required to be reported in accordance with Circular A-133,
Section.510(a):

1.  

Yes X

No

4. Identification of Major Programs:1.  

CFDA Number Program

12.R&D and 93.R&D Research and Development -Cluster

20.205 Highway Planning & Construction

5. Dollar threshold used to distinguish between Type A and Type B programs:1.  

$ 300,000

6. Auditee classified as a low-risk under Circular A-133, section.530:1.  

Yes  

No X

Schedule of Findings and Questioned Costs

[Auditee Name]
Fiscal Year Ended XXXX

Section II: -- Findings Related to Financial Statements:

Information pertaining to the financial statements can be found in the independent public accountant's audit report.

Section III: Findings Related to Federal Awards:

A. Overhead Expenses and Rate
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______Questioned Costs__________
Cost Element Proposed Total Concurred Non-concurred Notes Page
Rent & Occupancy Costs $ 163,925 $10,200 $10,200 $ 98-1 x
Employee Morale 44,286 20,036 12,000 8,036 98-2 x
Equipment 44,500 4,000 4,000 98-3 x
Other Indirect 902,791
Contributions 16,414 16,414 16,414 98-4 x
Travel 13,250 3,250 3,250 98-5 x

Subtotal $1,185,166 $53,900 $45,864 $8,036
Less:

Voluntary Deletions (33,000) _____ _____ _____
Totals $1,152,166 $53,900 $45,864 $8,036

Allocation Base (Total Direct Labor Dollars):

Proposed and Accepted: $1,645,402

Research Overhead Expense Rate:

Proposed 70.02%
Questioned 3.28%

Audit Recommended 66.74%

Concurred 2.79%
Nonconcurred .49%

Explanatory Notes

98-1. Rent and Occupancy Costs

a. Condition:

Questioned rent and occupancy costs of $10,200 represent rent expense that is applicable to [auditee
name]'s prior fiscal year. Because the questioned cost is a reclassification of an otherwise allowable cost,
it is not subject to penalty.

1.  

1.  

b. Criteria:

Proposed costs represent rent and occupancy costs for all of [auditee name]'s facilities. [Auditee name]
does not own any of the buildings used in the business. Results of our judgmental sampling of the
proposed rent and occupancy account disclosed a $10,200 rental payment made in October xxxx that is
applicable to [auditee name]'s prior fiscal year ended September xxxx. This rent expense was
appropriately accrued in the FY xxxx proposal and is not allocable to this year's expenses pursuant to
OMB Circular A-122, Attachment A, Section 2, Factors affecting allowability of costs.

Results of our judgmental sampling are as follows:1.  

1.  

2.  

Rent and occupancy costs transactions tested 38
Occurrence of noncompliant transaction 1 (3%)

c. Recommendation:

To prevent future occurrences of this nature, we recommend [auditee name] revise its procedures to
include a mechanism to evaluate year-end accruals and adjustments to ensure adjustments to cost
elements are made to exclude out-of-period costs.

1.  

1.  

d. [Auditee name]'s Reaction:

[Auditee name] agrees with the questioned costs and plans to revise its policies and procedures for
reviewing year-end accruals. See Corrective Action Plan Current Audit Finding, Note 98-1, included as
Appendix 6.

1.  

2.  
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98-2. Employee Morale

a. Condition:

The questioned costs of $20,036 represent attendance at sporting events for employees, spouses, and
associates, and the cost of employee spouses and guests attending a Christmas party. We consider these
costs to be expressly unallowable pursuant to OMB Circular A-122, Attachment B, Section 14,
Entertainment costs. The questioned costs are subject to the level one penalty.

1.  

1.  

b. Criteria:

Our audit of the proposed employee morale costs disclosed no basis to take exception to the costs
associated with employee dining room operations. However, $12,000 associated with
employee-sponsored trips to sporting events and $8,036 related to a employee spouses and guests
attending a Christmas party are considered entertainment costs and are therefore questioned per OMB
Circular A-122, Attachment B, Section 14.

1.  

2.  

c. Recommendation:

We noted that [auditee name]'s accounting system identifies unallowable costs. However, [auditee
name] personnel do not always eliminate these unallowable costs when preparing interim contract
billings and the final incurred cost proposal. [Auditee name] should verify compliance with its
procedures for preparing interim contract billings and final incurred cost proposals to ensure that
accounting personnel avoid inclusion of unallowable costs. Management should periodically perform
independent reviews to ensure that submissions to the government comply with applicable laws and
regulations, and that policies and procedures have been implemented and are working effectively. Also,
[auditee name] personnel involved in the preparation of interim billings and indirect rate calculations
should be trained on applicable federal regulations, including cost principles, to preclude inclusion of
unallowable costs.

1.  

3.  

d. [Auditee name]'s Reaction:

[Auditee name] agrees with the questioned costs associated with the sporting events. However, they
disagree with our taking exception to the costs related to the employee Christmas party. They contend
that these costs are allowable per OMB Circular A-122, Attachment B, Section 13, Employee morale,
health, and welfare costs and credits, as they are associated with improving employee morale and
employer-employee relations.

1.  

[Auditee name] agrees that procedures for preparing interim contract billings and final incurred cost
proposals should include additional provisions for ensuring that unallowable costs are identified and
excluded. The updated procedures will be available and implemented within 30 days. [Auditee name] is
also in the process of performing a comprehensive review of its general ledger code to identify
additional needs and consideration for ensuring segregation of clearly unallowable costs under
federally-sponsored awards. See the Corrective Action Plan Current Audit Finding, Note 98-2, included
as Appendix 6.

2.  

4.  

e. Auditor's Response:

We disagree with [auditee name]'s contention as there is no demonstration that a party for employees
serves to improve their morale or relations with their employer.

1.  

5.  

98-3 Equipment

a. Condition:

Questioned costs represent $4,000 of equipment depreciation for assets which [auditee name] is unable
to locate. Since these costs represent an overstatement in the auditee's records and are not an expressly
unallowable cost, they are not subject to penalty.

1.  

1.  

b. Criteria:

The equipment depreciation in the general ledger did not reconcile to [auditee name]'s detailed property1.  

2.  
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inventory listing (PIL). Our audit of equipment determined that $4,000 of equipment depreciation was
included in the research overhead pool. However, the auditee could not substantiate the existence of the
equipment.

OMB Circular A-110 outlines property management standards for all equipment furnished by the federal
government or whose cost was charged to a federal-sponsored award. [Auditee name] has not completed
an inventory for the last three years. This is noncompliant with OMB Circular A-110, Section 33(f)(3),
which requires an inventory be taken and the results reconciled with equipment records at least once
every two years.

2.  

Until [auditee name] completes a physical inventory and reconciles the inventory to its PIL, minimal
reliance may be placed on the overall property management system.

3.  

The results of our audit procedures are as follows:4.  

Total transactions tested 209
Occurrences of noncompliance 12 (6%)

c. Recommendation:

We recommend that [auditee name] take immediate action in completing a company-wide physical
inventory, reconciling the inventory to its detailed property inventory listing, and adjusting the inventory
records to the total equipment on hand so that they are in compliance with the requirements of OMB
Circular A-110.

1.  

We also recommend extensive training of departmental personnel responsible for property. This should
improve compliance with regulations regarding identification of assets, maintaining accurate inventory
records, and the movement and disposition of assets.

2.  

1.  

d. [Auditee name]'s Reaction:

[Auditee name] agrees with the questioned costs. Recently, [auditee name] introduced new scanning
equipment to identify assets, developed company-wide training addressing the importance of accurate
inventory maintenance, and initiated a company-wide inventory of all assets. See the Corrective Action
Plan Current Audit Finding, Note 98-3, included as Appendix 6.

1.  

2.  

e. Auditor's Response:

Recent steps taken by the auditee appear to adequately address the noncompliance.1.  

3.  

98-4. Contributions

a. Condition:

Questioned contributions of $16,414 represent expressly unallowable costs pursuant to OMB Circular
A-122, Attachment B, Sections 9, Contributions, and 25, Lobbying costs. [Auditee name] previously
claimed these types of costs. Since these costs were determined to be expressly unallowable prior to the
submission of this proposal, we recommend that the level two penalty pursuant to FAR 42.709-1(a)(2)
be assessed.

1.  

1.  

b. Criteria:

The questioned costs represent contributions to a political action committee established for the purpose
of influencing the outcome of state political elections, and contributions to charitable organizations,
including the Boy Scouts of America, United Way, and Coalition for the Concerned.

1.  

The results of our audit procedures are as follows:2.  

2.  

Total transactions tested 18
Occurrences of noncompliance 18 (100%)

c. Recommendation:

As previously stated, [Auditee name]'s accounting system identifies unallowable costs, but personnel do1.  

1.  
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not always eliminate these unallowable costs when preparing interim contract billings and the year-end
incurred cost proposal. [Auditee name] should verify compliance with its procedures by performing
periodic independent reviews by management. They should also train auditee personnel involved in the
preparation of interim billings and indirect rate calculations on applicable federal regulations, including
cost principles, to preclude inclusion of unallowable costs.

d. [Auditee name]'s Reaction:

[Auditee name] agrees with the questioned costs and has agreed to revise its procedures for preparing
interim contract billings and final incurred cost proposals so that unallowable costs are excluded. See the
Corrective Action Plan for the Current Year, Note 98-4, Appendix 6.

1.  

2.  

98-5. Travel

a. Condition:

OMB Circular A-110, Section 23, outlines the standards for cost sharing, such as being verifiable from
the records and allowable under the cost principles. Contract number 98-99 includes a cost sharing
provision, in which all travel costs are to be borne by [auditee name] and not the federal sponsor.
Although these costs were properly eliminated as a direct cost from the contract's billings, travel costs
related to cost sharing in the amount of $3,250 were improperly included in the research overhead pool.
These costs are questioned on the basis of allocability and are therefore not subject to penalty.

1.  

1.  

b. Criteria:

Our audit of [auditee name]'s compliance with relevant contract cost sharing provisions disclosed that
[auditee name] had recorded travel as a direct cost against contract number 98-99 and properly
eliminated it from the contract's interim billings to the government. However, [auditee name] also
included the cost sharing amount in its claimed research overhead pool. Therefore, [auditee name] is in
noncompliance with OMB Circular A-122, Attachment A, Section 2, Factors affecting allowability of
costs. As a result, we question $3,250 of travel costs related to contract number 98-99.

1.  

The results of our audit procedures are as follows:2.  

2.  

Total awards with cost sharing requirements 8
Total awards noncompliant 1 (12.5%)

c. Recommendation:

[Auditee name] should review its non-standard journal entries prior to submission of its incurred cost
proposal to ensure that these types of expenses are properly excluded from the indirect expense pools.

1.  

1.  

d. [Auditee name]'s Reaction:

[Auditee name] agrees with the questioned costs and will revise its accounting policies and procedures to
include a review of non-standard journal entries to ensure compliance with federal requirements. See the
Corrective Action Plan for the Current Year, Note 98-5, Appendix 6.

1.  

2.  

B. General and Administrative (G&A) Expenses and Rate

Questioned Costs
Cost Element Proposed Total Concurred Note Page

Salaries $338,294 $20,000 $20,000 98-6 x
Travel 101,922 14,492 14,492 98-7 x
Other Indirect 105,215
Contributions 9,085 9,085 9,085 98-8 x

Subtotal $554,516 $43,577 $43,577
Less:

Voluntary Deletions (9,841)
Total $544,675 $43,577 $43,577
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Allocation Base: (Total cost input, excluding G&A expense)

Proposed and Accepted $3,219,889

G&A Expense Rate

Proposed 16.92%
Questioned 1.35%
Audit Recommended 15.57%

Concurred 1.35%

Explanatory Notes

98-6. Salaries

a. Condition:

The questioned salaries of $20,000 represent salary costs in excess of the salary cap established by
National Institute of Health (NIH) for awards made by NIH. Since these costs represent a
misclassification, they are not subject to penalty.

1.  

1.  

b. Criteria:

The National Institute of Health Guide for Grants and Contracts sets forth a $125,000 limitation for
salary on grants and contracts during fiscal year 199X. Of the twelve individual salaries tested regarding
distribution to NIH awards, we noted two instances where the annual salary was in excess of the NIH
ceiling. For those individuals earning in excess of $125,000, salary allocations to cost objectives should
be calculated using the $125,000 ceiling rather than their actual salary. The excess amount should be
absorbed by the auditee. Proposed indirect salaries inappropriately include the portion of salaries for
direct employees that exceeds the NIH $125,000 limitation. We have therefore questioned these costs.

1.  

The results of our audit procedures are as follows:2.  

2.  

Total employees working on NIH grants 12
Total employees noncompliant 2 (17%)

c. Recommendation:

[Auditee name] should provide training to departmental personnel in this area and establish mechanisms
to ensure that costs in excess of contractual limitations are not reclassified as an indirect expense.

1.  

1.  

d. [Auditee name]'s Reaction:

[Auditee name] agrees with the questioned costs. [Auditee name]'s accounting personnel will ensure that
excess costs are removed from the calculation of indirect expense rates and will establish a monitoring
system to review salary cap issues. See the Corrective Action Plan for the Current Year, Note 98-8,
Appendix 6.

1.  

2.  

98-7. Travel

a. Condition:

Questioned travel cost of $14,492 represents first-class air accommodations, which are expressly
unallowable pursuant to Circular A-122, Attachment B, Section 55, Travel costs. The questioned costs
are subject to the level one penalty.

1.  

1.  

b. Criteria:

We reviewed all travel claims over $1,000, which represent 93 percent of the proposed costs. Our audit
of individual travel vouchers and supporting documentation disclosed several employees traveled
without appropriate authorization, and certain individuals continuously purchased first-class airfare.
[Auditee name]'s Standard Memo No. 223, which outlines policies and procedures for travel, states that
all travel must be pre-approved by a person to whom authority is delegated, and under no circumstances
is first-class airfare permitted.

1.  

2.  
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The results of our audit procedures are as follows:2.  

Total travel costs audited $94,788
Total excess travel costs 14,492 (15%)

c. Recommendation:

[Auditee name] should implement stronger internal controls to ensure that personnel travel is authorized
and approved by the appropriate authority for each occurrence of travel. [Auditee name]'s software
programs should incorporate system checks to disallow unauthorized travel and should not process
travel unless approved as required by [auditee name] policy. [Auditee name] should train its employees
on company policy and procedures regarding business travel, with particular emphasis on federal
regulations regarding first-class airfare.

1.  

1.  

d. [Auditee name]'s Reaction:

[Auditee name] agrees with the questioned costs. Although [auditee name] believes that its current
system contains adequate review procedures to ensure compliance with company policy and federal
regulations, it agrees to further evaluate the circumstances and take appropriate steps to strengthen areas
found to be deficient. See the Corrective Action Plan for the Current Year, Note 98-7, Appendix 6.

1.  

2.  

98-8. Contributions

a. Condition:

The total proposed contributions expense of $9,085 is expressly unallowable pursuant to Circular A-122,
Attachment B, Section 9, Contributions. [Auditee name] has previously claimed these types of costs.
Since these costs were determined to be expressly unallowable prior to the submission of this proposal,
we recommend that the level two penalty pursuant to FAR 42.709-1(a)(2) be assessed.

1.  

1.  

b. Criteria:

The proposed costs consist of [auditee name]'s contributions to various charitable organizations. Our
review of the account disclosed the entire amount represents unallowable cash donations to charitable
organizations. We questioned these types of costs in the prior year's incurred cost audit and [auditee
name] agreed that they were expressly unallowable costs (Audit Report No. XXXX-XXXXXXXX,
dated XXXX).

1.  

The results of our audit procedures are as follows:2.  

2.  

Total contributions claimed $9,085
Total contributions questioned 9,085 (100%)

c. Recommendation:

We noted that [auditee name]'s accounting system identifies unallowable costs. However, [auditee
name]'s personnel do not always eliminate these unallowable costs when preparing interim contract
billings and the final incurred cost proposal. [Auditee name] should verify compliance with its
procedures for preparing interim contract billings and final incurred cost proposals to ensure that
accounting personnel avoid inclusion of unallowable costs. Management should periodically perform
independent reviews to ensure that submissions to the government comply with applicable laws and
regulations, and that policies and procedures have been implemented and are working effectively. Also,
auditee personnel involved in the preparation of interim billings and indirect rate calculations should be
trained on applicable federal regulations, including cost principles, to preclude inclusion of unallowable
costs.

1.  

1.  

d. [Auditee name]'s Reaction:

[Auditee name] agrees with the questioned costs. Procedures for preparing interim contract billings and
final incurred cost proposals will include additional provisions for ensuring that unallowable costs are
identified and excluded. The updated procedures will be available and implemented within 30 days.

1.  

2.  
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[Auditee name] is also in the process of performing a comprehensive review of its general ledger code to
identify additional needs and consideration for ensuring segregation of clearly unallowable costs under
federally-sponsored awards. See the Corrective Action Plan for the Current Year, Note 98-8, Appendix
6.

C. Internal Control Over Compliance

98-9. Inclusion of Unallowable Costs in Billings to Government

a. Condition:

We noted that [auditee name]'s accounting system identifies unallowable costs. However, [auditee
name]'s personnel do not always eliminate the identified unallowable costs when preparing interim
contract billings and their final incurred cost proposal. For example, our audit of the current final
incurred cost proposal disclosed the following unallowable costs: $20,036 of employee morale costs
(Section A, Note 98-2), $20,000 in excessive salaries (Section B, Note 98-6), $14,492 in first-class air
accommodations (Section B, Note 98-7), and a total of $16,414 in contributions (Section A, Note 98-4
and Section B, Note 98-8). This is in noncompliance with the allowable costs/cost principles
requirement which impacts all federal awards since these unallowable costs are included in the indirect
expense rates.

1.  

We believe this condition stems from three basic internal control weaknesses: (1) billing procedures that
require strengthening; (2) inadequate personnel training on the preparation of interim billings and final
incurred cost proposals; and (3) omission of internal management compliance reviews of the billing
process.

2.  

1.  

b. Recommendation:

We recommend that [auditee name]'s Billing Procedure No. 42-118 be strengthened to provide clear and
concise directions for preparing billings, claims and proposals to further ensure that unallowable costs
are identified and excluded from billings, claims, and proposals. The procedures should be approved by
an appropriate level of management, and communicated to those individuals who are responsible for
executing them. We also recommend that all staff involved in this area receive training in the
preparation and submittal of billings, claims, and proposals. [Auditee name] should provide training
which informs the employees of the special requirements that apply when a firm contracts with the
government. In addition, [auditee name]'s management should periodically monitor the system and
process to ensure that interim billings and incurred cost proposal noncompliances are detected and
corrected in a timely manner. This may include, adequacy reviews of policies and procedures, periodic
sampling of billings, claims, and proposals to determine that they exclude unallowable costs, and review
employee compliance with policies and procedures.

1.  

2.  

c. Management's Response:

[Auditee name]'s concurs in part. This finding has been brought to the attention of [auditee name]'s
Controller, who is assessing the procedures in question to determine if they are operating as intended.
Also, [auditee name] has taken steps to train personnel on the importance of complying with federal
regulations and laws. Specific reference material is being prepared summarizing the cost principles
(OMB Circular A-122). [Auditee name]'s management will create an oversight team to review interim
billings and the final incurred cost proposal to screen for compliance with federal laws and regulations.
However, they do not believe that all of the employee morale claimed costs are unallowable. Refer to
Appendix 7, of this report for their detailed response.

[Additional written comments (e.g. Item 98-1, Inclusion of Out-of-Period Costs; Item 98-3,
Noncompliance with OMB Circular A-110 Property Management Requirements, etc.) are omitted
from this report example.]

1.  

1.  

3.  

Questioned Costs by Federal Program
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Type of Compliance
Requirement

DCAA Audit
Report

Explanatory
Note No.

(3)

Cumulative
Questioned

Costs

(4)
Government

Participation in
Questioned Costs

(5)

DoD R&D
12.R&D

(6)

HHS R&D
93.R&D

(7)

DoT
20.205

(8)

DoI
15.605

A
Activities
allowed or
unallowed

             

B
Allowable
costs/cost
principles

98-1, 98-2, 98-4,
98-7, 98-8, 98-9 70,227 42,136 19,382 9,691 11,798 1,265

C Cash
management              

D Davis-Bacon Act              

E Eligibility              

F
Equipment and
real property
management

98-3 4,000 2,400 1,104 552 672 72

G
Matching, level
of effort,
earmarking

98-5 3,250 1,950 898 448 546 58

H
Period of
availability of
funds

             

I Procurement              

J Program Income              

K

Real property
acquisition and
relocation
assistance

             

L Reporting              

M Subrecipient
monitoring              

N Special tests and
provisions 98-6 20,000 20,000   20,000    

  Total   97,477 66,486 21,384 30,691 13,016 1,395

This matrix is a reconciliation of the questioned costs in the audit report to the related questioned costs in the data
collection form. The explanatory notes from the audit report schedule of findings and questioned costs are grouped by
type of noncompliance with a specific compliance requirement under column (3). The government participation in
column (3) questioned costs is shown in column (4).

[Note: In this pro forma report example, the government participation in the indirect costs for federal financial
assistance and federal reimbursement contracts is 60% (page 6 of the report). This group of explanatory notes is
then entered on the data collection form Part III, Item 7 (e) for each impacted federal program. The above matrix
is a suggested format for use by DCAA auditors, and should be the last page of Appendix 1. Supporting detailed
computations are to be maintained in the working papers.]

[Auditee Name]
Fiscal Year Ended XXXX

Schedule of Unallowable Overhead and G&A Expenses Subject to Penalties
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Overhead Expenses:

Cost Element Questioned Costs Level One Penalty Level Two Penalty
Reference

Employee Morale $ 20,036 $20,036 $ Note 98-2
Contributions 16,414 16,414 Note 98-4
Total $36,450 $20,036 $ 16,414

Participation of Contracts with Penalty Clause:

Total With Clause No Clause
Direct Labor Base $1,645,402 $ 329,080 $1,316,322
Percent of Base 100% 20% 80%

Subject to Level One Penalty:
($20,036 X 20%) $4,007

Subject to Level Two Penalty:
($16,414 X 20%) $3,282

G&A Expenses:

Cost Element Questioned Costs Level One Penalty Level Two Penalty
Reference

Travel $ 14,492 $ 14,492 $ Note 98-7
Contributions 9,085 _______ 9,085 Note 98-8
Total $ 23,577 $ 14,492 $ 9,085

Participation of Contracts with Penalty Clause:

Total With Clause No Clause
Total Cost Input Base $3,219,889 $ 579,580 $2,640,309
Percent of Base 100% 18% 82%

Subject to Level One Penalty:
($14,492 X 18%) $2,608

Subject to Level Two Penalty:
($9,085 X 18%) $1,635

[If an educational institution and appropriate, include a schedule of questioned costs subject to
interest.]

[Auditee Name]

Certificate of Final Indirect Costs

(Certificate is omitted from this report example)

[If an educational institution, modify to include OMB Circular A-21, Section K,
Certification of Charges.]

Schedule of Expenditures of Federal Awards

Fiscal Year Ended XXXX

Major Programs CFDA Number Expenditures
Research and Development Cluster:
U.S. Department of Defense

Army 12.R&D $ 500,000
Navy 12.R&D 250,000
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Air Force 12.R&D 250,000
U.S. Department of Health & Human Services

National Institute of Health 93.R&D 500,000
Subtotal R&D Cluster $1,500,000
Department of Transportation
Highway Planning & Construction 20.205 $ 600,000

Department of Interior
Sport Fish Restoration 15.605 $ 75,000

Total Federal Programs $2,175,000

(This schedule is prepared by the auditee, see OMB Circular A-133 Subpart C.310(b). The auditee
should include notes that describe the significant accounting policies used in preparing this

schedule.)

[Auditee Name]

Summary Schedule of Prior Audit Findings
[The auditee is required by Circular A-133 section 315(a) to prepare a summary schedule of prior audit
findings. Because the Circular does not prescribe a specific format, the schedule may appear in various
formats. The auditor is required to follow-up on prior audit findings, perform procedures to assess the
reasonableness of the summary schedule, and report, as a current year finding, instances where actions
reported by the auditee materially misrepresent the status of any prior audit finding. This schedule should be
received before the current year audit begins. The auditee is not required to prepare a schedule if there are no
matters reportable. See Circular A-133 section.315(b) regarding information to be provided by the auditee]

1.  

[Date]

Bobbie Jo Smith
Branch Manager
Defense Contract Audit Agency

Mr. Smith:

The following is [Auditee name]'s follow-up and corrective actions taken in response to the prior audit findings
presented in your audit report covering FYs 1996 and 1997. The actions taken correspond with your audit report
exhibits and notes.

Fiscal Year 1996

Finding No. 96-2 Prior Audit Finding: During the audit of internal controls, it was noted that, in the area of asset
dispositions, adequate policies and procedures do not exist (R&D Cluster). There were no questioned costs.

Status: Corrective action was taken. [For purposes of this example, the corrective action is not described.]

Fiscal Year 1997

Finding No. 97-4 Prior Audit Finding: During the audit of internal controls and compliance testing, it was reported
that our policies and procedures relating to labor transfers are inadequate in some respects. Employees submitted
estimated labor charging 5 days in advance and corrections to timekeeping records were not fully documented.

Status: Corrective action was taken. To date we have drafted revised policies and procedures to assure that labor
hours are accurately recorded and that any corrections to the timekeeping records are fully documented, including
appropriate authorizations and approvals. The draft policies and procedures should be finalized by September XXXX.
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Afterwards, employees will be trained on the new policies and procedures.

[Additional written comments are omitted from this report example.]

[Auditee Name]

Corrective Action Plan for the Current Year

[At the completion of the audit, the auditee is required by Circular A-133 section.315(a) to prepare a
corrective action plan to address each audit finding included in the auditor's current year audit
report. Since the Circular does not prescribe a format to communicate the plan, various formats

may be employed. The example below is a letter format.]

[Date]

Bobbie Jo Smith
Branch Manager
Defense Contract Audit Agency

Mr. Smith:

The following is [Auditee name]'s response to the current audit findings presented in your draft Audit Report No.
XXXX-XXX10250XXX, which was provided to us during our exit conference of 30 April 199X. [Auditee name]'s
comments, as well as corrective actions taken and planned, if deemed appropriate, correspond with your audit report
exhibits and notes.

Note 98-1. Rent and Occupancy Costs

Finding: The final incurred cost proposal included out-of-period costs.1.  

Response: After reviewing the cited noncompliance, we agree with DCAA's finding. The Accounting
Department is revising [Auditee name]'s Policy AB-84 to strengthen procedures to ensure that costs are
recorded in the proper accounting period. The new procedure should be finalized within 60 days. In addition,
the internal audit department has scheduled a review to take place within the next year. The objective is to
reconcile year-end adjustments and test implementation of the new procedures.

2.  

Note 98-2. Employee Morale

Finding: The final incurred cost proposal claimed $44,286 of employee morale costs. DCAA questioned
$20,036, which is comprised of $12,000 associated with sporting events and $8,036 related to employee
spouses and guests attending our annual Christmas party.

1.  

Response: After reviewing the cited noncompliance, we agree with the $12,000 questioned costs but disagree
with the $8,036 exception related to the Christmas party. We do not concur with the Christmas party for
several reasons. First, DCAA cited OMB Circular A-122, Attachment B, Section 14 as support for its position.
We do not believe that this reference supports the cited noncompliance. Second, OMB Circular A-122,
Attachment B, Section 11 clearly specifies that the nature of the costs are allowable and allocable to federal
awards as employee morale. DCAA unfairly characterized the Christmas party as entertainment and therefore
unallowable. DCAA did not consider supporting documentation provided by [Auditee name], which explicitly
memorialized the Christmas party as an event sponsored by [Auditee name] for the benefit of its employees.
These expenses were incurred in accordance with [Auditee name]'s established practice for improving the
working conditions and employee-employer relations. The holiday party is not given to provide entertainment,
but rather improve employee morale. [Auditee name] has concluded that the purpose of the expense is
allowable and allocable as employee morale as opposed to social entertainment.

2.  

In reference to the questioned costs to which we do concur, we agree that additional steps need to be taken by
[Auditee name] to ensure that submissions made to the government comply with applicable regulations. We

3.  
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are in the process of addressing this issue and expect to have updated procedures available within 30 days.
Revisions include additional staff training on federal regulations, management reviews of the preparation of
interim billings and indirect rate calculations, and a review of general ledger accounts to ensure they are
adequate for the segregation and accumulation of all unallowable expenses.

[Additional written comments are omitted from this report example.]

Allowable Cost by Federal Award

Fiscal Year Ended XXXX

(The list of federal awards is omitted from this example -- each contract including the FAR or
DFARS penalty clause for unallowable costs should be highlighted)

Next Section

Open this portion of the document in Word (92.5 KB)
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Subject of Audit

We audited [Contractor's name, (short name)] labor cost charging and allocation system to evaluate the
adequacy of and [Contractor's name or short name] compliance with the system's internal controls for
recording and accumulating labor charges. The labor interviews were conducted during the week of [dates].

[Contractor's name] is responsible for establishing and maintaining an adequate labor cost charging and
allocation system. Our responsibility is to express an opinion on the adequacy of the labor cost charging and
allocation system based on our audit.

Executive Summary

If applicable (10-210.3), this section briefly describes the audit opinion, recommendations, and the
significant issues supporting the opinion Refer to 10-406 for examples.

Scope of Audit

If an audit combines a review of the economy and efficiency aspects of a functional area with the applicable
internal controls, the scope of audit should cover both the performance and the internal control aspects. The
auditor should draft an appropriate scope paragraph combining relevant aspects of the following guidance.

For operations audits or other types of performance audits (section 14-500), the scope of audit may read:

Except for the qualifications discussed below (omit if there is no "Qualifications" section within the "Scope"
paragraph), we conducted our audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to:

Obtain an understanding of the area to be audited,1.  

Consider legal and regulatory requirements,2.  

Identify and review management controls applicable to the area,3.  

Identify criteria needed to evaluate matters subject to audit,4.  

Identify and examine relevant sources of data to satisfy the audit objectives,5.  

Determine the need for technical specialist assistance, and6.  

Identify significant findings and recommendations from previous audits that could affect the audit
objectives, and determine if the contractor has corrected the conditions leading to those
recommendations.

7.  
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For internal control audits of contractor accounting and management systems (Chapter 5), the scope of
audit may read:

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we obtain a sufficient understanding of internal controls to plan financial audits and
determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

The next scope paragraph, regardless of the type of functional audit performed, should identify the
established or stated criteria used to evaluate the functional area and end with a statement that our audit
supports our opinion.

We evaluated the labor cost charging and allocation system using the applicable requirements contained in:
[list only applicable references]

Federal Acquisition Regulation (FAR),
DoD FAR Supplement (DFARS),
Cost Accounting Standards, and
Industry or Technical Guides. [Identify any applicable guides actually used]

1.  

We believe that our audit provides a reasonable basis for our opinion.

Refer to 10-407d for additional comments on appropriate scope statements.

Qualifications

Identify any circumstances encountered which have a significant adverse effect on the audit or results.
(See 10-210.4)

Results of Audit

The opening paragraph will vary according to the nature of the report. Refer to 10-408 for additional
information.

In our opinion, the labor cost charging and allocation system and related internal control policies and
procedures of [Contractor's Name] are [adequate] [inadequate] or [inadequate in part].

This section of the report should summarize the conditions and recommendations if deficiencies were
found during the audit.

As a result of control risk assessments, our audit effort in the following areas will be [increased] [decreased].

The affected audit areas with the changes in audit effort should be listed.

We examined only the labor cost charging and allocation system. Accordingly, we express no opinion on the
contractor's system taken as a whole.

The audit report results were provided and discussed with [name and title] on [date] [outcome].
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Refer to 10-408 for additional information.

Statement of Condition and Recommendation

If the audit disclosed significant deficiencies, the statement of condition and recommendation is an
integral part of the results of audit and should follow the narrative described in the Results of Audit.
Alternatively, they may be included in attached appendixes.

Refer to 10-409 for the detail on the presentation criteria and construction.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples.

DCAA Personnel

Telephone No.
Primary contact
regarding this
audit:

[name,
title]

[number]

[name,
title]

[number]

Other contacts
regarding this
audit:

[name,
title]

[number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]
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Audit Report Distribution and Restrictions

Distribution

[Contractor Name]
[Contractor Address]

(Copy furnished thru ACO)

Refer to 10-412 for guidance on distribution.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Use as appropriate. Refer to 10-213 and 10-409 for additional information.

For Official Use Only

Next Section

Open this portion of the document in Word (21.5 KB)
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Subject of Audit

[This section should identify the period audited and the purpose of the audit. Refer to 10-210.1. The follow
section is an example of the report language for procurement determined rates:]

We audited the [Company's name and date of incurred cost proposal] certified final indirect cost rate
proposal and related books and records for reimbursement of FY 199X incurred pension cost. The purpose of
the audit was to determine allowability of pension cost and recommend procurement determined pension cost
for [period covered by contractor proposal]. The proposed cost applies primarily to the flexibly priced
contracts. A copy of [Company's name] Certificate of Final Pension Costs [or other appropriate
certification], dated [date], is included as Appendix 1 to the report (see page XX).

The proposal is the responsibility of the contractor. Our responsibility is to express an opinion based on our
audit.

Executive Summary

[Develop an appropriate summary using guidelines provided in CAM 10-210.2.]

Scope of Audit

Except for the qualifications discussed below, [omit if there is no "Qualifications" section in the report], we
conducted our audit in accordance with generally accepted government auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the data and records
are free of material misstatement. An audit includes:

obtain an understanding of the area to be audited;1.  

consider legal and regulatory requirements;2.  

identify and review management controls applicable to this area;3.  

identify criteria needed to evaluate matters subject to audit;4.  

identify and examine relevant sources of data to satisfy the audit objectives;5.  

assessing the accounting principles used and significant estimates made by the contractor;6.  

determine the need for technical specialist assistance; and7.  

identify significant findings and recommendations from previous audits that could affect the audit
objectives, and determine if the contractor has corrected the conditions leading to those
recommendations.

8.  
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[Summarize the contractor's internal control systems for the audit area being reviewed, using the
guidelines provided in CAM 10-210.3.e(2).] Our audit scope reflects our assessment of control risk and
includes audit tests designed to provide a reasonable basis for our opinion.

Results of Audit

[Detail the major findings of the audit in this paragraph. Include an opinion on compliance with CAS 412
and 413, if applicable, in accordance with 10-805.]

The audit report results were provided and discussed with [name and title] on [date] [outcome].

Contractor Organization and Systems
1. Organization.
[See CAM 10-210.7.]

1.  

2. Systems
[See CAM 10-210.7.]

2.  

DCAA Personnel

Telephone No.
Primary contact
regarding this
audit:

[name,
title]

[number]

[name,
title]

[number]

Other contacts
regarding this
audit:

[name,
title]

[number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
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[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer

[Contractor Name]
[Contractor Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act request for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Include all appropriate appendixes. These may include the contractor's certification, the contractor's
written response, the DCMC report, etc.

For Official Use Only
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Audit Report Distribution and Restrictions
Appendixes

Subject of Audit

This section will clearly identify the area reviewed and the objectives. Refer to 10-405 for examples.

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion,
recommendations, and the significant issues supporting the opinion Refer to 10-406 for examples.

Scope of Audit
All reports should contain the following scope statement:1.  

[Except for the qualifications discussed below, (omit if there is no "Qualifications" section within the
"Scope" paragraph], we conducted our audit in accordance with generally accepted government auditing
standards. Those standards require we obtain a sufficient understanding of the internal controls to plan
financial audits and determine the nature, timing and extent of tests to be performed. An audit of internal
controls includes:

identifying relevant system control objectives and associated control activities;1.  

obtaining an understanding of all applicable components of internal control for the identified
control objectives and activities;

2.  

determining if the internal controls are adequate and in operation; and3.  

assessing control risk to use as a basis for planning the nature, timing and extent of substantive
testing in other financial related audits.

4.  

We evaluated the [insert data, records, representations or systems name] using the applicable
requirements contained in: [list only applicable references]

Federal Acquisition Regulation (FAR),
DoD FAR Supplement (DFARS),
Cost Accounting Standards, and
Industry or Technical Guides.

1.  

Modify the above statement for DFARS and CAS applicability, as appropriate. Refer to 10-407d for
additional comments on appropriate scope statements.

We believe that our audit provides a reasonable basis for our opinion.1.  

Qualifications

Identify any circumstances encountered which have a significant adverse effect on the audit or results.
See 10-210.4 and 6-709.2 for general guidance.

Results of Audit

This section of the report should summarize the conditions and recommendations found during the
audit. The opening paragraph will vary according to the nature of the report. Refer to 10-408 for
additional information.
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In our opinion, the [indicate the system reviewed] system and related internal control policies and
procedures of [Insert Contractor's Name] are adequate [or inadequate] [or inadequate in part].

As a result of control risk assessments, our audit effort in the in the following areas will be
[increased/decreased]:

[List the audit areas affected and the changes in audit effort.]

Statement of Condition and Recommendation

The statements of condition and recommendation are an integral part of the results of audit and should
follow the narrative described in the Results of Audit. Alternatively, they may be included in attached
appendixes. The presentation should follow the six-element outline as noted below to present a logical
statement of conditions and recommendations. The two main subheadings should be "Condition" and
"Recommendation". Although the six elements of an audit finding should not be addressed under separate
subheadings, they must be included as part of the statement of condition to present a logical, convincing
case.

(1) Condition -- This attribute identifies the nature of the deficiency, finding, or unsatisfactory
condition by disclosing how things are.

1.  

(2) Criterion -- This attribute establishes the legitimacy of the finding disclosing how things should
be.

2.  

(3) Cause -- This attribute gets to the root of the problem by answering the question, "Why did it
happen?"

3.  

(4) Fact -- Examples should be included to demonstrate to the contracting officials and contractor
that the reported conditions do exist.

4.  

(5) Effect -- This attribute convinces the reader that the condition is significant by answering the
question, "What happened as a result of this condition? How was the government harmed?"

5.  

(6) Recommendation -- This attribute suggests remedial action answering the question, "What must
be done to eliminate the cause of the condition?" If the relationship between the cause and the
condition is clear and logical, the recommended action(s) will most likely be feasible and
appropriately directed. (CAM 10-409)

6.  

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples.

DCAA Personnel

Telephone No.
Primary contacts regarding this audit:

[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:

[name, title] [number]
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FAX No.
[Fax no]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer E-mail Address
[Contractor Name] (Copy furnished thru ACO)
[Contractor
Address]

Refer to 10-412 for additional information on distribution, include e-mail addresses.1.  

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act request for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes
Use as appropriate. Refer to 10-409a for additional information.1.  

For Official Use Only

Next Section
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

DCAA -- Audit Report No. 15400

Contract Audit Closing Statement

Version 1.2
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX15400XXX

For Official Use Only

[date]

Prepared For:
[Cognizant ACO or other Contracting Officer]
ATTN:
[Address]

Prepared By: [FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address *faoxxxx@rxx.dcaa.mil

Subject: [Contract Audit Closing Statement
[If Prime Contract] Contract No.]

Subject:

[Contract Audit Closing Statement
[If subcontract] Subcontract No.
Under Prime Contract No.
Subcontractor to [Primes Name]
[Subcontractor's Address]]

References: [ACO: Case No. ____ (or other non-DoD assignment number)]

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]

Page
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Contents: Subject of Audit
Executive Summary
Scope of Audit
Results of Audit
Contractor Organization and Systems
DCAA Personnel and Report Authorization
Audit Report Distribution and Restrictions

Subject of Audit
[If a prime contract:]1.  

We audited final voucher no. [number] issued under contract no. [number]. The purpose of the audit was
to determine the allowable cost [and fee (profit, if FPI or FPR)] under the contract.

[If a subcontract:]1.  

We audited final voucher no. [number] issued under subcontract no. [number] issued under prime
contract no. [number]. The purpose of the audit was to determine the allowable cost [and fee (profit if
FPI or FPR)] under the subcontract.

[If audit was requested:]1.  

As requested in your [day month year] [memorandum or letter], reference [number], we audited final
voucher no. [number] issued under [contract no. number] [subcontract no. (number) issued under prime
contract no. (number).] The purpose of the audit was to determine the allowable cost [and fee (profit, if
FPI or FPR)] under the [contract][subcontract].

This [CPFF, CPAF, CPIF, CS, CR, CPFF-LOE, FPI, FPR or T&M] contract provided for [provide a
brief statement of the nature and scope of work]. Work commenced [day month year] and was
completed on [day month year].

The submission is the responsibility of [contractor name]. Our responsibility is to express an opinion on
the submission based on our audit.

Scope of Audit

[Except for the qualification noted below, we] [We] audited [contractor name (short name)] accounting
records and reviewed the financial operating procedures to determine that the amounts claimed for
reimbursement as represented by submitted public vouchers, constitute allowable costs under the terms of
the contract. We conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the data and records reviewed are free of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the data and records
reviewed;

2.  

assessing the accounting principles used and significant estimates made by the contractor;3.  

evaluating the overall data and records presentation; and4.  
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determining the need for technical specialist assistance and (if applicable)[and quantifying the
results of a government technical evaluation].

5.  

We evaluated the claimed costs [and fee (profit, if FPI or FPR)] using the applicable requirements
contained in the:

Federal Acquisition Regulation,1.  

DoD FAR Supplement, [or the applicable Agency FAR supplement if non-DoD] and2.  

[Cost Accounting Standards]. [add if contract is CAS covered]3.  

[Contractor's name or short name] accounting and billing systems are generally considered adequate to
ensure final vouchers are based on allowable cost and fee data. There are no outstanding internal control
deficiencies affecting these systems. [If there are system deficiencies, provide a brief statement of any
deficiencies in the contractor's systems, with recommendations for corrective action only when the cost
impact cannot be determined. If the impact can be determined, the deficiency would be reported in the
results of audit section.]. Our audit scope reflects our assessment of control risk and includes those tests
designed to provide a reasonable basis for our opinion.

Qualification:

[When quick closeout procedures are being used:]1.  

This audit is in response to your request for assistance in closing out the contract using the administrative
quick close out procedures under FAR 42.708. The costs of $[amount] claimed on the subject contract
represent costs recorded for the contract during FYs [ ]. Of this amount, $[amount] represents amounts
incurred during FYs [ ]. We have completed the annual audits of incurred cost for these years. The
remaining claimed costs of $[amount] were recorded during FY [ ]. The audit of [contractor's name or
short name] FY [ ] incurred costs is in process. We do not expect that the FY [ ] audit results will find an
exception to the claimed costs.

Results of Audit

[Except as discussed in the report qualification], I[i]n our opinion, the final voucher no. [ ] issued under
the contract [task/delivery order] is acceptable for processing by your office.

[If the final voucher costs agree with the audited costs:]

The claimed costs of $[amount] for FYs [ ] represent costs which are considered allowable under the
contract and are therefore reimbursable.

[If the final voucher costs are in excess of the contract limitations:]

We believe $[amount] represents costs that are allowable under the contract [task/delivery order] and
therefore reimbursable. However, the contractors final voucher includes costs in excess of contract
limitations. We have determined that $[amount] [insert amount of excess considered allowable or a
statement that none of this excess is allowable] represents costs which are otherwise allowable but are in
excess of contract limitations.

[When quick closeout procedures are being used:]

The claimed direct costs of $[amount] and indirect costs of $[amount] for FY [ ] have not been audited
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by us and are subject to your determination. The claimed direct costs for FY [ ] have been verified to
[contractor's name or short name] accounting records and the FY [ ] claimed indirect costs are based on
the application of the [describe rates used by contractor] to the recorded base amounts. Historically, the
[describe rates used by contractor, e.g. "billing"] rates [describe why rates are acceptable for quick
closeout, e.g. "have been lower than"] the final indirect cost rates and no audit exceptions have been
taken to direct costs.

[When the contract has fee or profit]

The total fee [or profit, if FPI or FPR] payable to [contractor's name] as determined under the provision
of the contract is $[ ].

[If a level of effort contract:]

The contract provision requires that [number] direct labor hours be incurred in the performance of the
contract requirements. The actual direct labors hours incurred are [number]. The fee [does not
require/requires] adjustment. [If the fee requires adjustment the audit report should provide sufficient
data to allow the contracting officer to determine the allowable fee.]

[If the contractor submits the final voucher and closing documents directly to the ACO:]

[Contractor name] submitted final voucher no. [ ] and the closing documents directly to your office;
therefore, they are not attached to this report.

[If the auditor has forwarded the final voucher and closing documents to the ACO by a separate
transmittal memorandum:]

We transmitted the original final voucher and closing documents to the ACO by our transmittal
memorandum dated [insert date].

We discussed the results of this audit with the contractor's representative, [Mr.] [Ms.] [name], [title], on
[day month year].

DCAA Personnel

Telephone No.
Primary contacts regarding this audit:

[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:

[name, title] [number]

FAX No.
[(XXX) XXX-XXXX]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .
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Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

E-mail
Address

[Cognizant ACO or other Contracting Officer]
[E-mail
address]

[Address]

[Refer to 15-103, 15-104 and 15-105 for distribution to non-DoD
organizations]

[Contractor or Subcontractor]

(Copy
furnished
thru
ACO)

[Address]

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data, which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act requests for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

For Official Use Only

Next Section

Open this portion of the document in Word (25.5 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

DCAA -- Audit Report No. 15600

Limitation of Payments Audit Report (APQLOP)

Version 1.2
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX15600XXX

[date]

Prepared For: Administrative Contracting Officer
Attn:
[Address]

Prepared By: [FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address *faoxxxx@rxx.dcaa.mil

Subject: Report on Audit of Quarterly Limitation of Payments (QLOP)
Statement on [contract number]

References:

Contractor: [Contractor Name]
[Contractor Address]

Report Release
Restrictions: See Page [number]

Page
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Results of Audit
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DCAA Personnel and Report Authorization
Audit Report Distribution and Restrictions
Appendixes

Subject of Audit

In response to your [date] request, we have audited [contractor's name] Quarterly Limitation of
Payments (QLOP) Statement dated [date] under [contract number.] The purpose of the audit is to verify
the accuracy of the QLOP statement dated [date] to the contract and to [contractor] books and records
and ensure that billing prices during contract performance are within a reasonable range of the expected
final prices or estimates at completion (EAC).

[Contractor name] is responsible for preparing an accurate QLOP statement. Our responsibility is to
express an opinion on the QLOP statement based on our audit.

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion,
recommendations, and the significant issues supporting the opinion. Refer to 10-406 for examples.

Scope of Audit

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
data and records are free of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the data and records
reviewed;

2.  

assessing the accounting principles used and significant estimates made by the contractor;3.  

evaluating the overall data and records presentation; and4.  

determining the need for technical specialist assistance [and quantifying the results of a
government technical evaluation].

5.  

We evaluated the QLOP statement using the applicable requirements contained in Federal Acquisition
Regulation (FAR) [52.216-5] [or52.216-6] [or 52-216-16] [or 52-216-17] [and/or Cost Accounting
Standards.] However, we did not perform the customary auditing procedures to determine the
allowability of costs under FAR Part 31 and the DOD FAR Supplement since such procedures will be
performed to establish the final contract price, if required. We believe that our audit provides a
reasonable basis for our opinion. Our audit scope reflects our assessment of control risk and includes
audit tests designed to provide a reasonable basis for our opinion.

Qualifications:

Any factors, which restrict or limit the scope of the audit should be clearly described within the scope
of audit section under a separate heading entitled "Qualifications." Identify any circumstances
encountered which have a significant adverse effect on the audit or results. (See 10407f and
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10-210.4).

Results of Audit

This section summarizes the audit findings and gives an opinion as to whether the QLOP statement is
accurate and supported by the contractor's books and records. This section also describes in detail any
significant issues supporting the audit opinion. This section should summarize the conditions and
recommendations found during the audit. This section should include comments on the results of the
exit conference with the designated company officials. Refer to 10-408 for additional information.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples.

DCAA Personnel

Telephone No.
Primary contact regarding this audit:

[name] [number]
[name] [number]

Other contacts regarding this report

[name] [number]

FAX No.
[Fax number]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days
(see10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

All recipients of the audit report will be identified in this section of the report. See 10-412 and 10-212
for additional information.
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Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during the
conduct of the audit those elements of the data which are proprietary. Make proprietary determinations in
the event of an external request for access. Consider the restrictions of 18 U.S.C. 1905 before releasing
this information to the public.

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

3. The Defense Contract Audit Agency has no objection to release of this report, at the discretion of the
contracting agency, to authorized representatives of [Shortname].

If there are subcontracts and the subcontractors do not object to release:
Nor does this Agency or [subcontractor name] object to release of this report to authorized
representatives of [Shortname]. See Appendix __ for a copy of the subcontractor's release
statement.

1.  

If there are subcontracts and the subcontractors object to release:
[Name of subcontractor] considers [identify the data which the subcontractor objects to releasing]
to be trade secrets or confidential business information. Accordingly, the contracting officer
should protect such information from improper disclosure in accordance with FAR 15.407-1(f).

2.  

If the technical evaluator objects to release of his/her evaluation:
The Defense Contract Audit Agency has no objection to release of this report. However, do not
release the government technical evaluation report included as Appendix __ of our report to
[contractor or subcontractor name] without approval of [name of government agency supplying
technical report].

3.  

4. Do not use the information contained in this audit report for purposes other than action on the subject
of this audit without first discussing its applicability with the auditor.

For Official Use Only

Next Section

Open this portion of the document in Word (21 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/068/0048Z068DOC.HTM (4 of 4) [11/19/1999 3:35:28 PM]

http://web.deskbook.osd.mil/data/0048Z068DOC.DOC
http://web.deskbook.osd.mil/data/0048Z068DOC.DOC


Open this portion of the document in Word (25 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

DCAA -- Audit Report No. 17100

Termination for Convenience Audit Report (APTERM)

Version 1.2
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX17100XXX

[date]

Prepared For:
[Termination Contracting Officer]
Attn:
[Address]

Prepared By: [FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address *faoxxx@rxx.dcaa.mil

Subject: Report on the Audit of Termination for Convenience Proposal

References:
[PCO: Contract No. or other reference as appropriate]
Relevant Dates: See page [number]

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]

Page
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Appendixes

Subject of Audit
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As you requested in your letter dated [date], we audited the [contractor's name]'s ([short name]) [date of
proposal] termination for convenience settlement proposal in the amount of [amount]. Contract [contract
number] was terminated for convenience on [date of termination]. The termination settlement proposal was
submitted on the [inventory] [or total cost] basis. The contract, in the amount of [awarded contract price] was for
[briefly describe the services or products procured]. The purpose of the audit is to determine if the proposed costs
are acceptable as a basis for negotiation.

The termination settlement proposal and related cost or pricing data are the responsibility of the contractor. Our
responsibility is to express an opinion on the proposal based on our audit.

Executive Summary

This section intended to give a brief overview of the audit findings. It briefly describes the audit opinion;
recommendations and the significant issues supporting the opinion. Refer to 10-210.2 and 10-304.2

Scope of Audit

[If there are qualification(s) add: Except for the qualification(s) noted below,] We conducted our audit in
accordance with generally accepted government auditing standards. Those standards require that we plan and
perform the audit to obtain reasonable assurance that the termination settlement proposal is free of material
misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of audit
testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the termination settlement
proposal;

2.  

assessing the accounting principles used and significant estimates may by the contractor;3.  

evaluating the overall termination settlement proposal presentation; and4.  

determining the need for technical specialist assistance and (if applicable)[and quantifying the results of a
government technical evaluation].

5.  

We evaluated the termination settlement proposal costs using the applicable requirements contained in the:

Federal Acquisition Regulation (FAR), including Part 49, Termination of Contracts1.  

[Organization's Supplement to the FAR, as appropriate]2.  

[Cost Accounting Standards, if applicable]3.  

Contract Terms4.  

When the small business CAS exemption applies, state:1.  

The contractor claims exemption under 48 CFR 9903.201(b)(3) from the practices required by the Cost
Accounting Board rules and regulations because it considers itself a small business concern.

Our audit scope reflects our assessment of control risk and includes audit tests designed to provide a reasonable
basis for our opinion. [Indicate the impact of the assessment of control risk on the audit scope. Refer to 10-210.e].

Qualifications

Any factors, which restrict or limit the scope of the audit should be clearly described within the scope of audit
section under a separate heading entitled "Qualifications." Explain the nature and potential impact of each
circumstance that prevents an unqualified conclusion, and any steps to be taken to overcome or mitigate the
problem. For example, if the auditor requested the government technical evaluation or inventory verification
reports and these reports were not provided, this section would include an explanation of the affect on the audit
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scope and result of not receiving this information. Refer to 10-210.4.

Results of Audit
The opening paragraph for this section of the report should state:1.  

In our opinion, [except for the (cite the qualification and the potential impact on the results)] the cost or pricing
data submitted by [Contractor's name] is [adequate] (or) [inadequate in part] (or) [inadequate]. The proposal
[was prepared] (or) [was not prepared in part] (or) [was not prepared in all respects] in accordance with [if CAS
covered, "applicable Cost Accounting Standards and"] appropriate provisions of FAR including Part 49,
Termination of Contracts [if an agency supplement to FAR applies, add "and the (name of the agency)
Supplement]. The remaining proportion of this paragraph should express an overall opinion on the
acceptability of the proposal for settlement. Refer to 10-304.6.

All exhibits and supporting schedules should be presented that are required for a clear and complete
presentation of the audit results. The results of audit in exhibits and schedules should use columns labeled
"Contractor's Proposal," "Questioned Costs," and "Unresolved Costs." Do not use the category "unsupported
costs" and "accepted costs." Refer to 10-706.2 through 10-706.4.

Include the name and title of the contractor's representative with whom factual matters were discussed if the
proposed or claimed costs had not been incurred or factual matters and conclusions if the proposed or claimed
costs have been incurred. Summarize the contractor comments, if any, and reference any contractor written
response. Include the written response as an appendix.

Contractor Organization and Systems

This section should include relevant information that impacts the scope and the results of the termination audit.
Tailor it to the contractor's size and where possible reference previous reports. Refer to 10.210.7 and 10-707.

DCAA Personnel

Telephone No.
Primary contacts regarding this audit:

[name] [number]
[name] [number]

Other contacts regarding this audit:

[name] [number]

FAX No.
[Fax. no]

E-mail Address
[address]

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO requests
and the dates of any extensions. The format should facilitate computation of elapsed days (see 10-211 and Fig.
10-2-3).

Audit Report Authorized By:

[Name]
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[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

E-mail Address
[Contracting Officer or Trial Attorney] [E-mail Addresses]
Attn: [Name]
[Address]

[Name and address of PLA]

[Contractor's name and address]

Restrictions

This section should advise the report recipient of report restrictions. Restrictions 1, 2, and 4 are required for
inclusion in all audit reports. If the termination proposal includes forecasted costs and the contracting officer
did not authorize the release of the draft report to the contractor, include a contingent release statement
(10-212.2c). When a report is on a subcontractor's termination settlement proposal, refer to 10-212.3 and
10-701b.

1. Information contained in this audit report may be proprietary. It is not practical to identify during the
conduct of the audit those elements of the data which are proprietary. Make proprietary determinations in
the event of an external request for access. Consider the restrictions of 18 U.S.C.1905 before releasing this
information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b) DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. The Defense Contract Audit Agency has no objection to release of this report, at the discretion of the
contracting agency, to authorized representatives of [Shortname].

3.  

If there are subcontracts and the subcontractors do not object to release:
Nor does this Agency or [subcontractor name] object to release of this report to authorized representatives
of [Shortname]. See Appendix __ for a copy of the subcontractor's release statement.

4.  

If there are subcontracts and the subcontractors object to release:
[Name of subcontractor] considers [identify the data which the subcontractor objects to releasing] to be
trade secrets or confidential business information. Accordingly, the contracting officer should protect such
information from improper disclosure in accordance with FAR 15.407-1(f).

5.  

If the technical evaluator objects to release of his/her evaluation:
The Defense Contract Audit Agency has no objection to release of this report. However, do not release the
government technical evaluation report included as Appendix __ of our report to [contractor or
subcontractor name] without approval of [name of government agency supplying technical report].

6.  

4. Do not use the information contained in this audit report for purposes other than action on the subject of
this audit without first discussing its applicability with the auditor.

7.  

[Contractor's Name] Written Response

[If applicable, include the contractor's written comments]1.  

For Official Use Only
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

DCAA -- Audit Report No. 17200

Delay Claim Audit Report (APDELAY) Equitable Adjustment Claim
Audit Report (APCLAIM2)

Version 1.2
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX17200XXX

[date]

Prepared For:
[Contracting Officer or Trial Attorney]
Attn:
[Address]

Prepared By: [FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address *faoxxx@rxx.dcaa.mil

Subject: Report on the Audit of Equitable Adjustment [Proposal or Claim]

References:
[PCO: Contract No. or other reference as appropriate]
[Prime contract number]
Relevant Dates: See page [number]

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]
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Contractor Organization and Systems
DCAA Personnel and Report Authorization
Audit Report Distribution and Restrictions
Chronology of Significant Events
Appendixes

Subject of Audit

This section should include identification of the type of submission audited, the purpose of the audit,
the contract type, incentive provisions, total value of the submission, and if applicable, whether the
submission represents an equitable adjustment proposal or a claim under the Contract Disputes Act of
1978. Refer to 10-1104.1. The opening paragraph should state:

As you requested on [insert date of request], we performed an audit of the [Contractor's name] ([short
name]) $ [total amount of proposal or claim including profit] equitable adjustment [proposal or claim]
for [insert description of type(s) of damages asserted] to determine if the [proposed or claimed] costs are
acceptable as a basis for [if a proposal use "negotiation;" if a claim use "settlement"]. [If a claim, state:
The claim was submitted pursuant to the Contract Disputes Act of 1978, 41 U.S. C. 601-613.]
[Contractor's name] submitted the [proposal or claim] dated [date of proposal or claim] under [contract
type] Contract No. [Contract number] for [brief description of the services or products procured].

The request for equitable adjustment [proposal or claim] and related cost or pricing data are the
responsibility of the contractor. Our responsibility is to express an opinion on the [proposal or claim]
based on our audit.

Executive Summary

This section is intended to give a brief overview of the audit findings. It briefly describes the audit
opinion, recommendations and the significant issues supporting the opinion. Refer to 10-1104.2.

Scope of Audit

[Except for the qualifications noted below,] We conducted our audit in accordance with generally
accepted government auditing standards. Those standards require that we plan and perform the audit to
obtain reasonable assurance that the equitable adjustment [proposal or claim] is free of material
misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the equitable
adjustment [proposal or claim];

2.  

assessing the accounting principles used and significant estimates may by the contractor;3.  

evaluating the overall equitable adjustment [proposal or claim] presentation; and4.  

determining the need for technical specialist assistance and (if applicable)[and quantifying the
results of a government technical evaluation].

5.  

We evaluated the [proposed or claimed] costs using the applicable requirements contained in the:

Federal Acquisition Regulation (FAR)1.  
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[DOD FAR Supplement (DFARS) or for non-DOD agencies, identify specific agency
supplement]

2.  

[Cost Accounting Standards]3.  

Our audit scope reflects our assessment of control risk and includes audit tests designed to provide a
reasonable basis for our opinion.

When the small business CAS exemption applies, state:1.  

The contractor claims exemption under 48 CFR 9903.201(b)(3) from the practices required by the Cost
Accounting Board rules and regulations because it considers itself a small business concern.

Describe the impact of the current assessment of control risk on the audit scope. Refer to 10-210.3e

Qualifications

Any factors, which restrict or limit the scope of the audit should be clearly described within the scope
of audit section under a separate heading entitled "Qualifications." Explain the nature and potential
impact of each circumstance that prevents an unqualified conclusion, and any steps to be taken to
overcome or mitigate the problem. Refer to 10-1104.4.

Results of Audit

The opening paragraph for this section of the report should state:

In our opinion, [except for the (cite the qualification and the potential impact on the results)] the cost or
pricing data submitted by] [Contractor's name] is/are [adequate] (or) [are inadequate in part] (or) [or
are inadequate].

The remaining portion of this section, excluding the last paragraph, should summarize the conditions
and recommendations found during the audit. The section should include a presentation of the
contractor's proposal or claim and audit evaluation by cost element with explanatory notes. Refer to
10-1105.

Include the name and title of the contractor's representative with whom factual matters were discussed
if the proposed or claimed costs have not been incurred or, factual matters and conclusions if the
proposed or claimed costs have been incurred. Summarize the contractor comments, if any, and
reference any contractor written response. Include the written response as an appendix.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-210.7 for additional information.

DCAA Personnel

Telephone No.
Primary contacts regarding this audit:

[name, title] [number]
[name, title] [number]
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Other contacts regarding this audit:

[name, title] [number]

FAX No.
[FAO Number]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments to report significant steps in the audit process. These should
include, at a minimum, the dates of ACO and PCO requests and the dates of any extensions. The format
should facilitate computation of elapsed days (see 10-211 and Fig. 10-2-3). Do not include dates relevant
to the claim itself; these appear in the Chronology.

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

E-mail Address
[Contracting Officer or Trial Attorney] [e-mail address]
Attn: [Name]
[Address]

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.26(b)(2), DCAA will
refer any Freedom of Information Act requests for audit reports received to the cognizant
contracting agency for determination as to releasability and a direct response to the requestor.

2.  

3. The Defense Contract Audit Agency has no objection to release of this report, at the discretion of
the contracting agency, to authorized representatives of [Shortname].

3.  

If there are subcontracts and the subcontractors do not object to release:
Nor does this Agency or [subcontractor name] object to release of this report to authorized
representatives of [Shortname]. See Appendix __ for a copy of the subcontractor's release
statement.

4.  

If there are subcontracts and the subcontractors object to release:5.  
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[Name of subcontractor] considers [identify the data which the subcontractor objects to releasing]
to be trade secrets or confidential business information. Accordingly, the contracting officer should
protect such information from improper disclosure in accordance with FAR 15.407-1(f).

If the technical evaluator objects to release of his/her evaluation:
The Defense Contract Audit Agency has no objection to release of this report. However, do not
release the government technical evaluation report included as Appendix __ of our report to
[contractor or subcontractor name] without approval of [name of government agency supplying
technical report].

6.  

4. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

7.  

Chronology of Significant Events

This appendix should be included in all equitable adjustment audit reports. The information provided
should include a brief description of significant events and the date. Refer to 10-1105.1, figure 10-11-1
for information and an example. The following is a suggested format for providing the information.

_______Event________ Date

[Contractor's Name] Written Comments

If appropriate, include a copy of the contractor's written comments submitted in response to the exit
conference.

For Official Use Only

Next Section

Open this portion of the document in Word (25 KB)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/070/0048Z070DOC.HTM (5 of 5) [11/19/1999 3:35:32 PM]

http://web.deskbook.osd.mil/data/0048Z070DOC.DOC
http://web.deskbook.osd.mil/data/0048Z070DOC.DOC


Open this portion of the document in Word (34.5 KB)

Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

DCAA -- Audit Report No. 17500

Progress Payment Audit Report (APPAYCOS) (APPAYFLX)
(APPAYPCT)

Version 1.2
1 July 1999

[date]

Prepared For:
[Requestor] [Provide copy to ACO if the requestor is not the ACO]
Attn:
[Address]

Prepared By: [FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address *faoxxx@rxx.dcaa.mil

Subject: Report on Audit of Progress Payment No. [Number]
Contract No. [Number]

References:
[PCO reference]
[ACO Case No.]
Relevant Dates: See page [number]

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]
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Audit Report Distribution and Restrictions
Appendixes

Subject of Audit

In response to your [date] request, reference [case number], we audited [contractor name (short name)]
progress payment request number [number] under [contract number]. The purpose of the audit was to
verify the amount claimed through [date] to [contractor's name or short name] books and records as a
basis for approving contract financing through progress payments in accordance with the provisions of the
contract.

[Contractor name] financial records and related supporting data are the responsibility of [contractor
name]. Our responsibility is to express an opinion on the progress payment request based on our audit.

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion,
recommendations, and the significant issues supporting the opinion. This section can be omitted in
short audit reports where the Results of Audit sufficiently summarize the audit findings. Refer to CAM
101204.2, 10-210.2 and 10-304.2. An example of this section is as follows:

Our audit of the $348,000 progress payment disclosed that the request is overstated by $268,000.

Significant Issue

The contract is in a loss position. At the request of your office, we applied the loss ratio factor to
compute the maximum balance eligible for progress payments and the audit recommended progress
payment amount.

Scope of Audit

[Except for the qualifications noted below, we] [We] conducted our audit in accordance with generally
accepted government auditing standards. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the data and records reviewed are free of material
misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the data and records
reviewed;

2.  

assessing the accounting principles used and significant estimates made by the contractor;3.  

evaluating the overall data and records presentation; and4.  

determining the need for technical specialist assistance and (if applicable)[and quantifying the
results of a government technical evaluation].

5.  

We evaluated the progress payment request using the criteria outlined in FAR Part 32.5 and the pertinent
contract provisions. However, Wwe did not perform the customary auditing procedures to determine the
allowability of costs under FAR Part 31 and the DoD FAR Supplement since such procedures will be
performed to establish the final contract price, if required.
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The next paragraph should describe the work performed to obtain an understanding of the relevant
internal control structure policies and procedures and assessment of control risk. The paragraph
should provide information on how the assessment of control risk affected the scope of audit. See CAM
10-210.3 e. An example of this section follows:

[Contractor name or short name] billing system is considered inadequate in some respects to ensure
progress payment requests are prepared in accordance with FAR and pertinent contract provisions.
[Contractor name or short name] does not have effective internal controls to identify and exclude unpaid
material costs and related indirect costs from progress payment requests. Our audit scope reflects our
assessment of control risk and includes expanded tests of material costs designed to provide a reasonable
basis for our opinion. Further information on [contractor name or short name] organization and its
accounting and billing systems appears in the Contractor Organization and Systems Section on page
[number] of this report.

If a financial capability risk assessment or financial capability audit has been completed within the
contractor's current fiscal year, the following statement should be included.

Because the contract is in a loss position, we included steps to determine if the contractor is financially
capable of completing the contract.

[or]

If a financial capability risk assessment or financial capability audit is in process and will not been
completed before issuance of the progress payment report, the following statement should be included.

We are currently reviewing [contractor name] financial condition to determine if [contractor name or
short name] is financially capable of completing the contract. However, our review of [contractor name
or short name] financial condition has not been completed as of the issuance date of this report.
Accordingly, the results are qualified to the extent that [contractor name or short name] financial
condition may impact our audit recommended costs eligible for progress payment. Upon completion, the
results of the financial capability review will be discussed with your office and if necessary, a
supplemental audit report will be issued on progress payment number [progress payment number.]

Qualifications

Set forth any factors which have a significant adverse impact on the scope of audit (CAM 10-1204.4)

[In the event of no contract loss position or financial distress:

Results of Audit

This section provides the auditor's opinion and the audit findings. If required, exhibits and schedules
should support this section. See CAM 10-1204.5. An example of this section is as follows:

In our opinion, [except for the (describe the qualification and the potential impact on the results)] the
amounts claimed on this progress payment request agree with [contractor name] books and records, and
based on the cost incurred through [date] and [contractor name] estimated additional cost to complete,
[contractor name] total estimated cost at completion projects a loss of [amount] on the contract. We
discussed this projected loss with your office and you requested that we compute a loss ratio factor and
apply the ratio to this progress payment request. The application of the loss ratio factor results in a
reduction of the requested progress payment amount from [amount] to [amount]. The calculation of the
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loss ratio factor and the application of the factor to the progress payment request as prescribed in FAR
32.5036(g) are shown in the following schedule:

[Contractor Name] Requested Progress Payment Amount [Amount]
Audit Recommended Progress Payment Amount [Amount]
Overstated Amount [Amount]

Audit Recommended Adjustments:

Section I
Item 5: Contract Price [amount]

Section II
Item 12a: Total Costs Incurred to Date [amount]

Item 12b:
Estimated Additional Cost to
Complete (ETC)

+ [amount]

Total Estimated Cost at Completion
(EAC)

[amount]

Loss-Ratio Factor Calculation:
Contract Price [amount] = [percent]

EAC [amount]

Item 11:
Total Costs Eligible for Progress.
Payment.

[amount]

Loss-Ratio Factor x [percent]

Recognized Costs Eligible for
Progress Payment

= [amount]

Item 13: Item 11 Multiplied by Item 6a = [amount]

Item 14e:
Eligible Subcontractor Progress
Payments

+ [amount]

Total Cost Eligible for Progress
Payment

= [amount]

Item 18:
Total Previous Progress. Payments.
Requested

- [amount]

Item 19:
Maximum. Balance. Eligible for
Progress Payment

= [amount]

Section III

Item 20e:
Progress Payment Limitation --
Costs

[amount]

Item 21e:
Progress Payment Limitation --
Price

[amount]

Item 22:
Max Unliq Progress Payments.
(Lesser of 20e or 21e)

[amount]
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Item 23:
Applied/to be Applied to Reduce
Progress. Payments

[amount]

Item 24:
Unliquidated Progress. Payments
(Item 18 -- 23)

[amount]

Item 25:
Maximum Permissible Progress
Payments. (Item 22 -- 24)

[amount]

Item 26:
Audit Determined Progress.
Payment. Amount
(Lesser of Item 25 or 19) (b) [amount]

The next paragraph should address the contractor's financial capability to ensure future performance
of this contract based on the following conditions.

If a financial capability audit has been performed in the contractor's current fiscal year and the results
did not indicate any financial distress, the following statement should be included.

We also determined that the contractor's financial condition is adequate for the performance of the
contract.

[If audit scope did not include additional tests of the contractor's financial capability:]1.  

[or]

If the contractor's financial capability is based solely on a financial capability risk assessment and the
risk assessment does not indicate that a financial capability audit is required, this should be discussed
with the requestor of the progress payment audit. However, because a risk assessment is not an audit,
we will not offer an opinion on the contractor's financial condition in the progress payment audit
report. The and the following statement should be included.

We conducted a risk assessment of [contractor name] current financial condition. The purpose of the
assessment was to determine if there were indications of any potential adverse financial conditions that
would warrant the performance of a financial capability audit. Included in the risk assessment were
(describe what was performed during the risk assessment and if determined necessary provide a
separate schedule showing key financial data and ratios). Had we performed additional procedures,
other matters might have come to our attention that would have been reported to you. (This statement is
not considered negative assurance). We verbally provided this information to [name] of your office on
[insert date] and based on the information provided to [name], it was agreed that a financial capability
audit would not be performed.

[or]

If the results of a financial capability risk assessment or financial capability audit indicate that a
contractor is in financial distress, this should be disclosed in the progress payment report, and its
impact on the current progress payment being reviewed should be discussed.

This paragraph should provide the contractor's reaction to our audit finding. See CAM 10-210.5d. An
example of a contractor's reaction is as follows:

We discussed the results of audit with [name], [title], who concurred.
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Contractor Organization and Systems

This section is designed to give the reader relevant information which impacts the scope and results of
the audit. Tailor the section to the contractor's size and where possible, reference previous audits. See
CAM 10-210.7. An example of this section is as follows:

1. Organization1.  

[Contractor name] is located in [city, state]. [Contractor Name] manufactures a wide variety of
fuel and air pumps for aerospace and ground applications. [Contractor Name] primary product
lines are fuel pumps, air filters, and saltwater dissimulation systems.

2.  

[Contractor Name] customers include commercial and DoD activities. During the last three fiscal
years, [contractor name] sales have approximated [amount] each year with approximately
[percent] of those sales being to the government.

3.  

2. Billing System4.  

In our opinion, [contractor name] billing system and related internal control policies and
procedures, in effect as of [date] taken as a whole, are inadequate in some respects for the proper
preparation of progress payment requests. Our audit of [contractor name] billing system is
discussed in Audit Report No. [report number] dated [date], previously provided to your office.

5.  

In this audit, we obtained an understanding of the billing system internal control structure
policies and procedures and determined whether they are operating effectively. [Contractor
Name] has an outstanding billing system deficiency as discussed below. As a result of this
deficiency, the risk of [contractor name] preparing overstated progress payment requests is
moderate.

6.  

Outstanding Billing System Deficiency

Deficiency: [Contractor Name] does not have effective policies and procedures to ensure that
unpaid material costs and related indirect expenses are excluded from progress payment requests.
[Contractor Name] accounting system adequately identifies unpaid material costs however, the
billing department does not have procedures to identify these costs and exclude them from
billings. Therefore, [contractor name] sometimes includes unpaid material costs and related
indirect expenses in its billings, resulting in substantial overbillings

1.  

Status: [Contractor Name] agrees with the deficiency and is currently preparing procedures to
ensure unpaid material costs and related indirect expenses are excluded from billings. After the
procedures are prepared, training will be provided to all billing department personnel. These
actions should be completed by [date]. In the interim, [contractor name] management focus on
this issue has resulted in a decrease in frequency of unpaid material costs included in progress
payment requests.

2.  

3. Accounting System3.  

In our opinion, [contractor name] accounting system and the related internal control policies and
procedures are adequate for the accumulation and reporting of costs under government contracts.
Our audit of [contractor name] accounting system is discussed in Audit Report No. [report
number], dated [date], previously provided to your office.

4.  

In this audit we obtained an understanding of the accounting system internal control structure
policies and procedures and determined whether they are effectively operating. [Contractor
name] has adequate accounting system internal controls and they are operating effectively.

5.  
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DCAA Personnel

Telephone No.
Primary contacts regarding this audit:

[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:

[name, title] [number]

FAX No.
[FAX No.]

E-mail Address
[FAO e-mail address]

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

This section should advise the report reader of report distribution and restrictions. The distribution list
should identify each organization and their e-mail address.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act requests for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. The Defense Contract Audit Agency has no objection to release of this report, at the discretion of
the contracting agency, to authorized representatives of [Shortname].

3.  

If there are subcontracts and the subcontractors do not object to release:
Nor does this Agency or [subcontractor name] object to release of this report to authorized
representatives of [Shortname]. See Appendix __ for a copy of the subcontractor's release statement.

4.  
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If there are subcontracts and the subcontractors object to release:
[Name of subcontractor] considers [identify the data which the subcontractor objects to releasing]
to be trade secrets or confidential business information. Accordingly, the contracting officer should
protect such information from improper disclosure in accordance with FAR 15.407-1(f).

5.  

If the technical evaluator objects to release of his/her evaluation:
The Defense Contract Audit Agency has no objection to release of this report. However, do not
release the government technical evaluation report included as Appendix __ of our report to
[contractor or subcontractor name] without approval of [name of government agency supplying
technical report].

6.  

4. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

7.  

For Official use Only

Next Section

Open this portion of the document in Word (34.5 KB)
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Audit Report Distribution and Restrictions
XYZ Corporation's Written Response

Subject of Audit

All reports should contain the following scope statement modified for the dates of the applicable
financial statements and cash flow forecast (See 10-1204.1):

We audited [contractor name] financial condition to determine if the contractor has adequate financial
resources to perform on government contracts in the current and near term. This included a review of the
contractor prepared financial statements as of [date] and cash flow forecast through [date].

The contractor's financial records and related supporting data are the responsibility of the contractor. Our
responsibility is to express an opinion on the contractor's financial capability based on our audit.

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion,
recommendations, and the significant issues supporting the opinion. Omit for short form reports. (See
10-1204.2 and 14-307a)

Scope of Audit

All reports should contain the following scope statement modified as necessary (See 10-1204.3):

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
data and records reviewed are free of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the data and records
reviewed;

2.  

assessing the accounting principles used and significant estimates made by the contractor;3.  

evaluating the overall data and records presentation; and4.  

determining the need for technical specialist assistance [and(if applicable) quantifying the results of
a government technical evaluation].

5.  

We used the criteria contained in DFARS 232.072 in the performance of this audit. Our audit of
[contractor name] financial capability and its ability to perform on government contracts was based
primarily on our review of the following areas:

a. Minutes of meetings of stockholders, board of directors, and other important committees of the
board

1.  

b. Financial ratios, trends, and industry averages2.  

c. External credit ratings3.  

d. Loan agreements/guarantees4.  

e. Contract performance reports5.  
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f. Financial statements6.  

g. Liquidation of accounts payable7.  

h. Cash flow analyses including future cash flow projections8.  

i. Legal proceedings and investigations9.  

j. Management plans relating to correcting adverse financial conditions10.  

Our audit scope reflects our assessment of control risk and includes audit tests designed to provide a
reasonable basis for our opinion.

Qualifications

If applicable, this section sets forth any factors that have a significant adverse impact on the scope of
audit (See 10-1204.4).

Results of Audit

This section of the report should summarize the conditions and recommendations found during the
audit (See 10-1204.5). The opinion paragraph will vary according to the nature of the findings in the
audit (See 14-306 for examples).

Contractor Organization and Systems

This section should describe that information pertinent to the review of financial capability. Address
those accounting and other internal control systems that impact this audit. Reference the last audit
report on the review of these systems. Also include information on the adequacy of the systems and the
current assessment of control risk. Identify any outstanding internal control deficiencies and provide
the current status of those deficiencies. (See 10-1204.6).

DCAA Personnel

Telephone No.
Primary contacts regarding this audit:

[name] [number]
[name] [number]

Other contacts regarding this audit:

[name] [number]

FAX No.
[FAX No.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
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10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

E-mail Address
Administrative Contracting
Officer

[E-mail Address]

[Contractor Name] (Copy furnished thru ACO)
[Contractor Address]

[if this report covers a major contractor and indicates financial distress, forward two copies of the
report through the regional office to Headquarters, Attn: PFC]

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act requests for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

XYZ Corporation's Written Response

Include a copy of the contractor's written comments submitted in response to the draft report (See
14-307.d).

For Official Use Only

Next Section

Open this portion of the document in Word (21.5 KB)
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determine whether [Contractor name]'s [short name] accounting system is adequate for accumulating costs
under prospective Government contracts.

[Short name] is responsible for establishing and maintaining an adequate accounting system. Our
responsibility is to express an opinion on the adequacy of the accounting system based on our audit.

Executive Summary

This section gives a brief overview of significant audit findings. Refer to 10-406 for examples.

Scope of Audit

Except for the qualifications discussed below (omit if there is no "Qualifications" section within the
"Scope" paragraph), we conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we obtain a sufficient understanding of internal controls to plan
financial audits and determine the nature, timing, and extent of tests to be performed. An audit of internal
controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits."

4.  

We evaluated the accounting system using the applicable requirements contained in:

Federal Acquisition Regulation (FAR);
DoD FAR Supplement (DFARS);
Cost Accounting Standards [if applicable]; and
Industry or Technical Guides. [Identify any applicable guides actually used]

1.  

Our audit included evaluation of accounting system internal control procedures associated with the following
control objectives:

direct and indirect costs are appropriately identified, accumulated, and reported;1.  

unallowable costs are appropriately identified and segregated;2.  

indirect costs are allocated equitably and consistently to contracts and other cost objectives;3.  

the timekeeping and labor distribution systems are adequate; and4.  

cost information for billings is based on currently posted accounting data.5.  

We believe that our audit provides a reasonable basis for our opinion.

Qualifications

If applicable, this section sets forth any factors that have a significant adverse impact on the scope of audit.
(10-407)

Results of Audit

In our opinion, [except for the (cite the qualification and the potential impact on the results)] [short
name's] accounting system is [adequate, inadequate, or inadequate in part] for accumulating costs under
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prospective Government contracts. As requested, we have completed and attached a Standard Form 1408,
Pre-Award Survey of Prospective Contractor Accounting System (see page x).

This section should also summarize any significant conditions and recommendations or "Suggestions to
Improve the System". Refer to 10-408 for additional information.

We examined only the accounting system. Accordingly, we express no opinion on [short name]'s system of
internal controls taken as a whole.

The audit report results were provided and discussed with [name and title] on [Date] [outcome]

Statement of Condition and Recommendation

The statements of condition and recommendation are an integral part of the results of audit and should
follow the narrative described in the Results of Audit. Alternatively, they may be included in attached
appendixes. Refer to 10-409 for detail on the presentation criteria and construction.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area reviewed.
Refer to 10-410 for additional information. An example of wording for this section for a pre-award
accounting system survey follows:

1. Organization:1.  

[Short name] was incorporated in the state of [name state] on [Date]. Sales for fiscal year ended
[Date] were $XX million, all to commercial customers. [Short name] has two major operations.
Describe organization. [Short name's] sales are about equally divided between the two
organizations.

2.  

2. Accounting System:3.  

[Short name's] accounting period is from [Date] to [Date]. [Short name] maintains an accounting
system on the [accrual] basis in accordance with generally accepted accounting principles. [Short
name's] accounting system is posted on a current basis. Appropriate adjusting entries are made at
the end of each month and at year end. [Short name] prepares financial statements on a
semiannual and annual basis. The annual financial statements are not audited by external CPAs.

4.  

[Short name] maintains a job cost accounting system which is fully integrated in the overall
accounting system, wherein contracts are assigned individual project numbers and direct costs are
identified and charged to those numbers. Indirect costs are identified with and accumulated under
individual departments, which in turn are identified to the various indirect cost pools. Indirect
expenses are recorded and billed to projects using predetermined rates. The predetermined rates are
adjusted to actual rates at year end. The contractor's accounting system as revised on 1 October
199X is considered to be adequate for the accumulation and reporting of costs on government
contracts. The following schedule describes [short name's] indirect cost pools and related allocation
bases, and the type of effort normally charged direct and indirect:

5.  

Indirect Cost Pools and Allocation Bases:

Indirect Cost Pool Allocation Base
Manufacturing Overhead Total manufacturing direct labor dollars
Software Dev. Overhead Total software dev. direct labor dollars
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G&A Expense
Total incurred costs, excluding G&A expenses and direct
subcontract costs

Fringe Benefit Total labor dollars
Subcontract Management Total direct subcontract costs

The Following Effort Is Normally Charged Direct:

Direct time of direct labor employees1.  

Premium (overtime, shift, field) time of direct labor2.  

Raw material, purchased parts and subcontracted items3.  

Travel expenses incurred by direct employees

Freight charges for direct raw materials, purchased parts, and subcontracted items1.  

4.  

Purchase, fabrication or rental of special tooling or test equipment5.  

Professional services and consultant fees6.  

Temporary help to perform direct effort7.  

The Following Effort Is Normally Charged Indirect:

Management, supervisory, and clerical salaries1.  

Indirect time of direct employees2.  

Premium (overtime and shift) of indirect employees

Social Security, unemployment insurance, workmen's compensation, group insurance,
pension expense, vacation and holiday pay

1.  

3.  

Guard expense4.  

Travel expense associated with indirect labor effort5.  

Other expenses such as general operating supplies, depreciation,6.  

employee wellness programs, utilities, rental costs of facilities,7.  

and general purpose equipment8.  

DCAA Personnel

Telephone No.
Primary contacts regarding this report:

[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:
[name, title] [number]

FAX No.
[FAC No.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .
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Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer

[Contractor Name]
[Contractor Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act request for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Standard Form 1408

Note: A Usable Copy can be found in the Forms document in FormFlow

For Official Use Only

Next Section

Open this portion of the document in Word (25 KB)
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As part of our continuing surveillance of [contractor's name, (short name)], we audited [contractor's name
or short name] integrated management system to assure that the system complies with the financial and
accounting data related to the Earned Value Management System (EVMS) criteria contained in DFARS
234.005-70, 252.234-7000 and DoD Regulation 5000-2. The purpose of the audit is to determine if the
contractor's integrated management control system meets the intent of the Earned Value Management
Criteria and generates valid data.

[Contractor name] is responsible for establishing and maintaining a management system that complies with
the EVMS criteria. Our responsibility is to express an opinion on whether the financial and accounting data
generated by the contractor's management system complies with the EVMS criteria.

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion,
recommendations, and the significant issues supporting the opinion. Refer to 10-406 for examples.

Scope of Audit

[If there are qualifications add: Except for the qualifications noted below,] We conducted our audit in
accordance with generally accepted government auditing standards. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the data and records are free of material
misstatement. An audit includes:

obtaining an understanding of the internal controls;1.  

determining if the controls are adequate and in operation;2.  

listing the control objectives covered by the audit; and

assessing control risk to use as a basis for planning the testing necessary in other financial
related audits.

1.  

3.  

We evaluated financial and accounting data related to EVMS system using the applicable requirements
contained in:

Federal Acquisition Regulation (FAR), and
Defense FAR Supplement (DFARS).

1.  

We believe that our audit provides a reasonable basis for our opinion. Our audit scope reflects our
assessment of control risk and includes audit tests designed to provide a reasonable basis for our opinion.

Qualifications:

Any factors, which restrict or limit the scope of the audit should be clearly described. Identify any
circumstances encountered which have a significant adverse effect on the audit or results. (See 10-407f
and 10-210.4).

Results of Audit

This section of the report should summarize the conditions and recommendations found during the audit.
Refer to 10-408 for additional information.

Statement of Condition and Recommendations

The statements of condition and recommendation are an integral part of the results of audit and should
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follow the narrative described in the Results of Audit. Alternatively, they may be included in attached
appendixes. Refer to 10-409 for the detail on the presentation criteria and construction.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples.

DCAA PERSONNEL

Telephone No.
Primary contacts
regarding this
report:

[name, title] [number]
[name, title] [number]

Other contacts
regarding this
audit:

[name, title] [number]

FAX No.
[FAC No.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. The section should include, at a minimum, the dates of ACO and
PCO requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

All recipients of the audit report will be identified in this section of the report, include e-mail addresses.
See 10-412 and 10-212 for additional information. In addition, See 11-209.1 for circumstances when a
copy of the report should be sent to Headquarters, ATTN: PFC.
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[Contractor Name]
[Contractor
Address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data, which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act request for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. The Defense Contract Audit Agency has no objections to the release of this report, at the discretion
of the contracting officer, to the authorized representatives of [name.]

3.  

4. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

4.  

Appendixes

Use as appropriate. Refer to 10-409c for additional information.

Note: For Real Time Reporting (Flash Audit Reports) refer to 10-413.

For Official Use Only
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Agreed-Upon Procedures Report (Other Than Price Proposal)

Version 2.1
1 July 1999

Defense Contract Audit Agency
Report No. XXXX-XXX17900XXX

[date]

Prepared For:

Administrative Contracting Officer
Attn: T. P. Hunt
DCMC Springfield
123 Main Street
Springfield, Virginia 22052

Prepared By:

Sampletown Branch Office
8725 John J. Kingman Road, Suite 2360
Fort Belvoir, VA 22060-6219
Telephone No. (703) 123-4567
FAX No. (703) 123-4568
E-mail Address *fao1234@rma.dcaa.mil

Subject:
Application of Agreed-Upon Procedures
New Corporation, Inc.
Inventory of Government Owned Property, CY 1998

References: ACO: Case No. XXX-XX-XXX

Contractor:
New Corporation, Inc.
8324 Richmond Highway
Alexandria, VA 22057

Report Release Restrictions: See Page 5

Page

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/075/0048Z075DOC.HTM (1 of 4) [11/19/1999 3:35:49 PM]

http://web.deskbook.osd.mil/data/0048Z075DOC.DOC
http://web.deskbook.osd.mil/data/0048Z075DOC.DOC


Contents:

Subject of Application of Agreed-Upon Procedures
Scope of Application of Agreed-Upon Procedures
Results of Application of Agreed-Upon Procedures
DCAA Personnel and Report Authorization
Report Distribution and Restrictions
Appendix

1
1
2
5
6
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Subject Of Application Of Agreed-Upon Procedures

As requested by the DCMC Springfield in a memorandum dated 12 March 1999, reference xxx-xx-xxx,
and as discussed subsequently with your office, we applied agreed-upon procedures to the Inventory of
Government Owned Property, Calendar Year (CY) 1998 which was submitted by New Corporation (NC)
on 26 February 1999. The purpose of our engagement was to verify records of accountable government
property in the custody of NC and to enable you to determine if contractor records are maintained in
accordance with the requirements of FAR 45.405, Records and Reports of Government Property.

Scope of Application of Agreed-Upon Procedures

We have performed the mutually agreed-upon procedures enumerated below solely to assist you in
updating records of government property. This agreed-upon procedures engagement was performed in
accordance with generally accepted government auditing standards. The sufficiency of the procedures is
solely the responsibility of the requestor. Consequently DCAA makes no representation regarding the
sufficiency of the procedures described below, either for the purpose for which this report has been
requested or for any other purpose.

The following agreed-upon procedures were applied:

[List only the procedures agreed upon for the application being reported. Identify the criteria against
which the assertions were evaluated.]

Selected for analysis all line items valued at greater than $5,000, and a random sample of 40 items
valued at less than $5,000. Performed a physical observation at the last recorded location of each
selected asset to verify its existence. Examined identification markings for conformance with FAR
45.506.

1.  

Selected 20 items from the listing of contractual additions placed into service during CY 1998 and
verified the cost value to the contractor work in process and property ledgers (FAR 45.505-2).

2.  

Results of Application of Agreed-Upon Procedures

This report pertains only to the performance of agreed-upon procedures to verify records of accountable
government property in the custody of NC. We were not engaged to, and did not, perform an audit, the
objective of which would be the expression of an opinion on the subject matter of this report.
Accordingly, we do not express such an opinion. Had we performed additional procedures, other matters
might have come to our attention that would have been reported to you.

The application of agreed-upon procedures disclosed that three of the 65 inventory items selected for
verification could not be located. The 62 items we located were tagged in accordance with FAR 45-506.
Four of the twenty CY 1998 additions that we evaluated were recorded at different costs than reflected in
the work in process cost records. Details of the findings are discussed below. Further information on
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physical inventory appears in Schedule A; further information on CY 1998 additions appears in Schedule
B.

We provided and discussed the results of this application of agreed-upon procedures with Mr. Bob
Magee, Government Liaison, on 31 March 1999. We have included NC's response in the appendix, page
6.

Our findings are as follows:

Physical Observation

The list of items we selected for verification is included in Schedule A. We could not locate items
number 6, 32, and 56. All other items were found and tagged.

CY 1998 Additions

Four of the twenty CY 1998 additions that we evaluated were recorded at different values in the
Inventory of Government Owned Property, CY 1998, than reflected in the work in process cost records.
The details are:

Amount Recorded
Item No. Inventory Record Work In Process

10 $ 4,675.98 $ 4,873.25
19 24,256.87 21,672.37
24 1,818.13 1,821.64
72 654.26 622.96

The costs of the remaining items were the same in the Inventory of Government Owned Property, CY
1998, and work in process records.

NC Systems, Inc.

(Schedules A and B are omitted from this report example.)

DCAA PERSONNEL

Telephone No.
Primary contacts regarding this report:

Susie Smart, Senior Auditor or
Zelda Vernon, Supervisory Auditor (703) 123-4567

Other contacts regarding this report:

James Mack, Branch Manager (703) 123-4567

FAX No.
(703) 123-4568

E-mail Address
*fao1234@rma.dcaa.mil
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General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Request for Agreed-Upon Procedures: ACO - dated 12 March XXXX; received 15 March XXXX.

Application of Agreed-Upon Procedures Report Authorized By:

James Mack
Branch Manager
DCAA Sampletown Branch Office

Report Distribution and Restrictions

Distribution

[List names and addresses as shown on cover page, as well as any other names and addresses to which
the report is being distributed, include e-mail addresses.]

[Note: Restriction 4 below is worded differently from other reports]

Restrictions

1. Information contained in this report may be proprietary. It is not practical to identify during the
conduct of the evaluation those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act requests for reports received to the cognizant contracting agency
for determination as to releasability and a direct response to the requestor.

2.  

3. The Defense Contract Audit Agency does not object to release of this report, at the discretion of
the contracting agency, to authorized representatives of NC.

3.  

[Restriction 3 should be tailored for the differing release applications discussed in 10-212.2 and
10-212.3.]

4.  

4. This report was prepared using procedures agreed upon by the identified recipients. The reported
findings do not include an audit opinion. The information contained in this report is intended solely
for the use of the identified recipients, and should not be used by them or by others for any purpose
other than that for which the procedures were established.

5.  

ABC's Written Response on Findings

(Written response is omitted from this report example.)

For Official Use Only

Next Section

Open this portion of the document in Word (21 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

179DSCA

DCAA -- Application of Agreed-Upon Procedures Report for DSCA
(AUPDSCA)

Version 1.5
1 July 1999

Defense Contract Audit Agency
Report No. XXXX-XXX17900XXX

30 September 199X
Prepared For: Defense Security Cooperation Agency

Office of the Comptroller
Attn: Joe Irwin
Crystal Gateway North
1111 Jefferson Davis Hwy., Suite 303
Arlington, VA 22202

Prepared By: Lake Ridge Branch Office
615 Chestnut Street
Philadelphia, PA 19106-4498

Telephone No. (215) 597-5153
FAX No. (215) 597-5015
E-mail Address *faoxxxx@rxx.dcaa.mil

Subject: Application of Agreed-Upon Procedures to XYZ, Inc.'s Contractor's
Certification and Agreement with Defense Security Cooperation Agency

Reference: DSCA Case No. XXXXXXXX

Contractor: XYZ Systems, Inc.
6000 Chestnut Blvd.
Philadelphia, PA 19106-4498

Report Release Restrictions: See Page 4

Page
Contents: Subject of Application of Agreed-Upon Procedures 1
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Scope of Application of Agreed-Upon Procedures 1
Results of Application of Agreed-Upon Procedures 3
DCAA Personnel and Report Authorization 4
Report Distribution and Restrictions 5
Appendixes 6

Subject of Application of Agreed-Upon Procedures

As requested by the Defense Security Cooperation Agency (DSCA) in a memorandum to Headquarters,
dated 17 March 199X reference XXX-XX (use current year reference number), we applied agreed-upon
procedures to evaluate specific elements contained in XYZ Systems, Inc.'s (XYZ) Contractor's Certification
and Agreement with Defense Security Cooperation Agency (Certification and Agreement), dated (provide
date signed).

In consideration of foreign military financing administered by DSCA, XYZ agreed to comply with the
elements of the Certification and Agreement. The elements are contractual and not covered in the FAR or
other procurement regulations. The foreign military financing is associated with performance of contract No.
(identify contract No.), dated (identify date), with the government of (name of country), DSCA Case No.
(identify case No.). The contract with (name of country) provides for (provide brief description).

Scope of Application of Agreed-Upon Procedures

We have performed the mutually agreed-upon procedures, which are outlined in the Application of
Agreed-Upon Procedures Program for Direct Commercial Contracts (AUPDSCA) and enumerated below.
The procedures were agreed to by DSCA, and specifically developed to assist DSCA in evaluating XYZs'
compliance with the following elements contained in its signed Certification and Agreement:

(The following list of elements corresponds with the numbered elements in DSCA's January 1995
version of its Certification and Agreement. The auditor should modify the list to match the version of
the Certification and Agreement being reviewed.)

1.  

Flowdown of terms & conditions (element Nos. 4, 5, 6, and 8)
Commissions & other contingent fees (element Nos. 7 and 12)
Foreign content (element Nos. 10, 11, and 13)
Down payments (element No. 14)
Export transportation (element No. 15)
Travel costs (element No. 16)
Penalty refund, & other reimbursement (element No. 19)

2.  

This agreed-upon procedures engagement was performed in accordance with generally accepted government
auditing standards. The sufficiency of the procedures is solely the responsibility of the requestor.
Consequently DCAA makes no representation regarding the sufficiency of the procedures described below,
either for the purpose for which this report has been requested or for any other purpose.

(List only the procedures agreed-upon for the application being reported. The following procedures
correspond to the procedures found in Section E of the AUPDSCA program, if additional procedures are
agreed to, list them also.)

The following agreed-upon procedures were applied:

1. Verify that subcontracts contain a statement that U.S. Government funds will be used to
finance such contracts.

1.  

1.  
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2. Verify that no bribes, rebates, gifts, etc. were intended to secure the Purchase Agreement or
were directly or indirectly offered or given contrary to U.S. law.

2.  

3. Verify that material and/or components are manufactured and assembled in the US, or were
purchased from U.S. firms and composed of U.S. origin materials.

3.  

4. Identify the full amount of any advance payment received under the Purchase Agreement and
verify that these funds were applied solely to the performance of obligations under this Purchase
Agreement.

4.  

5. Verify that export transportation costs were paid to companies of U.S. registry.5.  

6. Verify that contractor travel costs are in accordance with the Purchase Agreement.6.  

7. Verify that any penalty payment, refund or other reimbursement due to the purchaser was
paid to the U.S. Government for credit to the FMS Trust account of the purchaser.

7.  

Results of Application of Agreed-Upon Procedures

  Select One of These Paragraphs

   

 
(Example No. 1 -- Application of agreed-upon procedures discloses no significant

noncompliance with the elements in the Certification and Agreement.)

   

 

This report pertains only to the performance of agreed-upon procedures to evaluate the
information submitted by XYZ in support of its compliance with the elements in the
Certification and Agreement listed above. Because these procedures do not constitute an audit
conducted in accordance with generally accepted government auditing standards, we do not
express an overall opinion on the adequacy and compliance of the submitted Certification and
Agreement. Had we performed additional procedures, other matters might have come to our
attention that would have been reported to you. We found no exceptions resulting from the
application of agreed-upon procedures.

   

 
(Example No. 2 -- Review discloses significant noncompliance with the elements in the

Certification and Agreement.)

   

 

The application of agreed-upon procedures disclosed that the contractor has not fully complied
with (identify element description), element number (identify element number) of the
Contractor's Certification and Agreement with Defense Security Cooperation Agency.
(Provide a brief description of the noncompliance). Consequently, costs may not be eligible for
foreign military financing from DSCA under the Certification and Agreement. Refer to
Appendix 1 for the details of the findings(revise according to the results of your evaluation).
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This report pertains only to the performance of agreed-upon procedures to evaluate the
information submitted by XYZ in support of its compliance with the elements in the
Certification and Agreement listed above. Because these procedures do not constitute an audit
conducted in accordance with generally accepted government auditing standards, we do not
express an overall opinion on the adequacy and compliance of the submitted Certification and
Agreement. Had we performed additional procedures, other matters might have come to our
attention that would have been reported to you.

We provided and discussed the results of application of agreed-upon procedures with Mr. John Doe,
Controller, on 30 August 199X. [Include the next sentence only if there are findings and the contractor
provides a written response.] We have included XYZs' response to each finding as Appendix 2, page XX.

DCAA Personnel

Telephone No.
Primary contacts regarding this report:

Sam Snow, Senior Auditor or
Katie Brown, Supervisory Auditor (215) 597-5153

FAX No.
(215) 597-5015

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Application of Agreed-Upon Procedures Report Authorized By:

Bobbie Jo Smith
Branch Manager
DCAA Lake Ridge Branch Office

Report Distribution and Restrictions

Distribution

[List names and addresses as shown on cover page, as well as any other names and addresses to which the
report is being distributed. If e-mail addresses are available, include them for each recipient who is willing to
receive the report electronically.]

(Note: Restriction 4 below is worded differently from other reports)

Restrictions

1. Information contained in this report may be proprietary. It is not practical to identify during the
conduct of the evaluation those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  
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3. The Defense Contract Audit Agency does not object to release of this report, at the discretion of the
contracting agency, to authorized representatives of XYZ.

3.  

4. This report was prepared using procedures agreed upon by the identified recipients. The reported
findings do not include an audit opinion. The information contained in this report is intended solely for
the use of the identified recipients, and should not be used by them or by others for any purpose other
than that for which the procedures were established.

4.  

Appendix 1

Specifics of Noncompliance

XYZ Systems, Inc.

(Specifics of noncompliance are omitted from this report example)

Identify Element and Element No.
1. Summary of Findings.1.  

2. Contractor's Assertion.2.  

3. DCAA Findings.3.  

4. Contractor's Response.4.  

5. Auditor's Comments.5.  

Appendix 2

XYZ's Written Response on Findings

(Written response is omitted from this report example)

For Official Use Only

Next Section

Open this portion of the document in Word (24.5 KB)
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Previous Section

19100RPT

Adequacy and Compliance of Disclosure Statement Revision Audit
Report (APADEQ)

Version 1.1
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX19100XXX

[date]

Prepared For:

Prepared By:

Subject:

References:

Contractor:

Administrative Contracting Officer
Attn:
[Address]

[FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address: *faoxxxx@rxx.dcaa.mil

[Report Title]

ACO: Case No. XXX-3A(02)-XX
List other applicable references.

[Contractor Name]
[Contractor Address]

Report Release
Restrictions: See
Page [number]
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Subject of Audit
Executive Summary
Scope of Audit
Statement of Changes
Results of Audit
Contractor Organization and Systems
DCAA Personnel and Report
Authorizations
Audit Report Distribution and
Restrictions

Subject of Audit

[Insert the following first sentence if the CO requested the audit.] In response to your [date] request, Case
No. XXX-3A(02)-XX, we audited the [Contractor name, (short name)] revised disclosure statement, dated
[date]. The purpose of our audit was to determine whether the revised disclosure statement adequately
describes the cost accounting practices which the contractor proposes to use in performing government
contracts covered by 41 U.S.C.422. We also audited the revised practices to evaluate whether they comply
with applicable Cost Accounting Standards and FAR Part 31.

The contractor is responsible for the disclosure statement and compliance of the disclosed accounting
practices with applicable Cost Accounting Standards and FAR Part 31. Our responsibility is to express an
opinion on the adequacy of the disclosure statement and whether the disclosed accounting practices comply
with those requirements based on our audit.

Executive Summary

[Develop an appropriate summary using the guidelines provided in CAM 10-210.2. Omit for short form
reports.]

Scope of Audit

Except for the qualifications below [omit if there are no 'qualifications' in the report], we conducted our
audit in accordance with generally accepted government auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the contractor has complied with the
requirements referred to above. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of audit
testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence relating to the descriptions of the proposed cost accounting
practices;

2.  

assessing the descriptions of the revised cost accounting practices proposed and determining whether
those descriptions describe practices which, when implemented, should be compliant with applicable
cost accounting standards and FAR; and

3.  

evaluating the overall presentation.4.  

[Summarize the contractor's internal control systems for the audit area being reviewed, using the guidelines
provided in CAM 10-210.3.e(2).] Our audit scope reflects our assessment of control risk and includes audit
tests designed to provide a reasonable basis for our opinion.
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Qualifications

Separately identify and describe any special circumstances or conditions adversely affecting the audit or
its result.

Statement of Changes

The subject disclosure statement revision reflects the following change(s) to the contractor's accounting
practices (or operations, organization, etc.), and is effective on [date] (or on the dates noted below:)

[The statement of changes section should also contain an appropriate reference to the procedures prescribed
in the FAR clause for disclosure statement revisions. See CAM 10-807.5b.]

Results of Audit

[Provide an opinion on the adequacy and compliance of the disclosure statement revision. See CAM
10-807.6 for examples.]

Statement of Conditions and Recommendations

We identified the following inadequacies in the contractor's revised disclosure statement: [List each
inadequacy item separately using the guidelines provided in CAM 10-804.5c.]

The contractor is responsible for submitting cost impact proposals and for engaging in negotiations of
adjustments resulting from changes to disclosed accounting practices. A cost impact proposal should contain
sufficient detail to permit evaluation and negotiation of the effect upon each contract and subcontract
containing the CAS clause. It shall contain as a minimum the following information:

(1) identification of all contracts and subcontracts containing the CAS clause; and1.  

(2) the effect (including cost, profit/fee, price/amount) on each contract and subcontract from the
effective date of the change until completion of the contract or subcontract.

2.  

It is not practical to estimate the magnitude of the total cost impact for the change(s) prior to obtaining this
information from the contractor. However, in the way of a partial estimate… [include an estimate of the cost
impact or delete the last sentence if the auditor is unable to provide a partial estimate and instead explain
why an estimate could not be provided.]

[When there is increased cost to the government because of a voluntary change, not deemed desirable by the
contracting officer, include the following statement: We estimate the increased cost to the government
because of the change to be $___. However, any agreement which would result in net increased cost to the
government would be contrary to the provisions of FAR 52.230-2(a)(4)(ii).

The audit report results were provided and discussed with [name and title] on [date] [outcome].

Contractor Organization and Systems
1. Organization.
[See CAM 10-210.7.]

1.  

2. Systems
[See CAM 10-210.7.]

2.  

DCAA Personnel

Telephone No.
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Primary contacts regarding this report:
[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:
[name, title] [number]

FAX No.
[FAC No.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. The section should include, at a minimum, the dates of ACO and
PCO requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer

[Contractor Name]
[Contractor Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

For Official Use Only

Next Section
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Subject of Audit
Executive Summary
Scope of Audit
Results of Audit
Contractor Organization and Systems
DCAA Personnel and Report
Authorizations
Audit Report Distribution and
Restrictions
Appendixes

Subject of Audit

[Include a subject paragraph applicable to noncompliance(s) found. See CAM 10-806.1 for examples.] The
contractor is responsible for compliance with the requirements of this standard. Our responsibility is to
express an opinion on compliance with those requirements based on our audit.

Executive Summary

[Develop an appropriate summary using the guidelines provided in CAM 10-210.2].

Scope of Audit

[See CAM 10-806.3 examples for minor variations to the scope paragraph depending on the audit which
disclosed the noncompliance.] Except for the qualifications below [omit if there are no 'qualifications' in the
report], we conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
contractor's accounting practices comply with the requirements referred to above. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of audit
testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the cost accounting practices;2.  

assessing the cost accounting practices and compliance of these practices with applicable cost
accounting standards and FAR; and

3.  

evaluating the overall presentation.4.  

[Summarize the contractor's internal control systems for the audit area being reviewed, using the guidelines
provided in CAM 10-210.3.e(2).] Our audit scope reflects our assessment of control risk and includes audit
tests designed to provide a reasonable basis for our opinion.

Qualifications

Separately identify and describe any special circumstances or conditions adversely affecting the audit or
its results.

Results of Audit

In our opinion, the contractor is in noncompliance with CAS [number and title of standard(s)] and FAR
[cite(s)].

This report is limited to the cited instance(s) of noncompliance. Accordingly, we express no opinion on

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/078/0048Z078DOC.HTM (2 of 4) [11/19/1999 3:35:56 PM]



whether other practices are proper, approved, or agreed to for pricing proposals, accumulating costs, or
reporting contractor performance data.

Statement of Conditions and Recommendations

[The paragraph should begin with one of the following statements:]

[Our audit identified a disclosed (or established) contractor practice which we believe is in
noncompliance with cost accounting standards and/or FAR Part 31, as follows:] or

1.  

[Our audit disclosed that the contractor's failure to comply with a cost accounting standard and/or
failure to follow consistently a disclosed practice has resulted or may result in increased cost paid by
the government. The areas of noncompliance and/or failure to follow disclosed practices are stated
below.]

2.  

[Separately list each noncompliance item using the following guidelines (CAM 10-806.5d).]

(1) A sufficient identification and description of the noncompliance to permit a thorough
understanding of the situation. Cite the specific CAS or FAR provision violated.

1.  

(2) An explanation of the significance of the problem.2.  

(3) A specific recommendation for corrective action with a statement about any acceptable alternative
solutions proposed by the contractor.

3.  

(4) A statement regarding the contractor's responsibilities under the CAS administration clause at
FAR 52.230-6. This clause requires the contractor to submit a description of any cost accounting
change, and a general dollar magnitude submission to the cognizant Federal agency official.

4.  

(5) The contractor's reaction to the issue.5.  

(6) Auditor comments on the contractor's reaction and/or response.6.  

The audit report results were provided and discussed with [name and title] [on date] [outcome].

Contractor Organization and Systems
1. Organization.
[See CAM 10-210.7.]

1.  

2. Systems
[See CAM 10-210.7.]

2.  

DCAA Personnel

Telephone No.
Primary contacts regarding this report:

[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:
[name, title] [number]

FAX No.
[FAC No.]

E-mail Address
*faoxxxx@rxx.dcaa.mil
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General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. The section should include, at a minimum, the dates of ACO and
PCO requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer

[Contractor Name]
[Contractor
Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Contractor's Written Response

If appropriate, include the contractor's written response.

For Official Use Only

Next Section

Open this portion of the document in Word (20 KB)
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1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX194##XXX

[date]
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Administrative Contracting Officer
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Subject of Audit

The purpose of our audit was to determine if the contractor complied with the requirements of CAS [number
and title of standard(s)]. The contractor is responsible for compliance with the requirements of this standard.
Our responsibility is to express an opinion on compliance with those requirements based on our audit.

Executive Summary

[Develop an appropriate summary using the guidelines provided in CAM 10-210.2].

Scope of Audit

Except for the qualifications below [omit if there is no "qualifications" section within the scope paragraph in
the report], we conducted our audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
contractor's accounting practices comply with the requirements referred to above. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of audit
testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the cost accounting practices;2.  

assessing the cost accounting practices and compliance of these practices with applicable cost
accounting standards and FAR; and

3.  

evaluating the overall presentation.4.  

[Summarize the contractor's internal control systems for the audit area being reviewed, using the
guidelines provided in CAM 10-210.3.e(2).] Our audit scope reflects our assessment of control risk and
includes audit tests designed to provide a reasonable basis for our opinion.

Results of Audit

Our audit procedures disclosed no noncompliance with CAS [insert number(s)]. However, instances of
noncompliance not detected during this audit may be discovered during our continuous audit of the
contractor's cost accounting practices.

The audit report results were provided and discussed with [name and title] [on date] [outcome].

Contractor Organization and Systems
1. Organization.
[See CAM 10-210.7.]

1.  

2. Systems2.  
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[See CAM 10-210.7.]

DCAA Personnel

Telephone No.
Primary contacts regarding this report:

[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:
[name, title] [number]

FAX No.
[FAC No.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer

[Contractor Name]
[Contractor
Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/079/0048Z079DOC.HTM (3 of 4) [11/19/1999 3:35:58 PM]

http://www.dtic.mil/dcaa/


3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  
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FAX No.
E-mail Address: *faoxxxx@rxx.dcaa.mil

[Report Title]
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Subject of Audit

The purpose of our audit was to determine if the contractor complied with the requirements of CAS
413.50(c)(12), Adjustment of Pension Cost. The contractor is responsible for compliance with the
requirements of this standard. Our responsibility is to express an opinion on compliance with those
requirements based on our audit.

Executive Summary

[Develop an appropriate summary using the guidelines provided in CAM 10-210.2].

Scope of Audit

Except for the qualifications below [omit if there are no 'qualifications' in the report], we conducted our
audit in accordance with generally accepted government auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the contractor's accounting practices
comply with the requirements referred to above. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of audit
testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the cost accounting practices;2.  

assessing the cost accounting practices and compliance of these practices with applicable cost
accounting standards and FAR; and

3.  

evaluating the overall presentation.4.  

[Summarize the contractor's internal control systems for the audit area being reviewed, using the guidelines
provided in CAM 10-210.3.e(2).] Our audit scope reflects our assessment of control risk and includes audit
tests designed to provide a reasonable basis for our opinion.

Results of Audit

Our audit procedures disclosed no noncompliance with CAS 413.50(c)(12). However, instances of
noncompliance not detected during this audit may be discovered during our continuous audit of the
contractor's cost accounting practices.

The audit report results were provided and discussed with [name and title] [on date] [outcome].

Contractor Organization and Systems
1. Organization.
[See CAM 10-210.7.]

1.  
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2. Systems.
[See CAM 10-210.7.]

2.  

DCAA Personnel

Telephone No.
Primary contacts regarding this report:

[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:
[name, title] [number]

FAX No.
[FAC No.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

Administrative Contracting Officer

[Contractor Name]
[Contractor Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act request for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  
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3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  
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Results of Audit
Contractor Organization and Systems
DCAA Personnel and Report Authorization
Audit Report Distribution and Restrictions
Appendixes

Subject of Audit

[The following Subject of Audit should be used when the change results from implementation of a new
standard (equitable adjustment).]

As requested by your [date] letter, we audited the [Contractor name] [date] cost impact proposal
reflecting the contractor's change to its cost accounting system resulting from the implementation of a
new standard. [Describe the changed accounting practice], effective [date]. Because the contractor was
required to make this change to its cost accounting practices, it is entitled to an equitable adjustment as
provided in FAR 52.230-2(a)(4)(i) and the Changes clause of the contract.

[The following Subject of Audit should be used when the change is voluntary and not deemed desirable
by the contracting officer (no increased costs to the government are permitted).]

As requested by your [date] letter, we audited the [Contractor name] [date] cost impact proposal
reflecting the contractor's voluntary change to its cost accounting system. [Describe the changed
accounting practice], effective [date]. Since the accounting change has not been agreed to by the ACO, it
is subject to the provisions of FAR 52.230-2(a)(4)(ii).

[The following Subject of Audit should be used when the change is voluntary, deemed desirable and not
detrimental by the contracting officer (equitable adjustment).]

As requested by your [date] letter, we audited the [Contractor name] [date] cost impact proposal
reflecting the contractor's voluntary change to its cost accounting system. [Describe and categorize the
changed accounting practice], effective [date]. This change is deemed desirable by the Administrative
Contracting Officer. An equitable adjustment to the contract will be negotiated as provided in FAR
52.230-2(a)(4)(iii) and the Changes clause of the contract.

[The following Subject of Audit should be used when a change results from the correction of a CAS
noncompliance]

As requested by your [date] letter, we audited the [Contractor name] [date] cost impact proposal
reflecting the contractor's change to its cost accounting system to correct a noncompliance with [describe
the noncompliance], effective [date]. Under the provisions of FAR 52.230-2(a)(5), the contractor must
agree to an adjustment of the contract price or cost allowance if it fails to [select appropriate
alternative][comply with an applicable Cost Accounting Standard] [follow any cost accounting practice
consistently], and such failure results in any increased costs paid by the United States.

The cost impact proposal and related supporting data are the responsibility of the contractor. Our
responsibility is to express an opinion on the cost impact proposal based on our audit.

Executive Summary

DCAA Audit Programs; 1 July 1999
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[Develop an appropriate summary using the guidelines provided in CAM 10-210.2].

Scope of Audit

Except for the qualifications below [omit if there are no 'qualifications' in the report], we conducted our
audit in accordance with generally accepted government auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether [contractor's name] has
complied with the requirements of applicable cost accounting standards and the FAR, and whether the
cost impact proposal is free of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the cost impact
proposal;

2.  

assessing the accounting principles used and significant estimates made by the contractor; and3.  

evaluating the overall cost impact proposal presentation.4.  

[Summarize the contractor's internal control systems for the audit area being reviewed, using the
guidelines provided in CAM 10-210.3.e(2).] Our audit scope reflects our assessment of control risk and
includes audit tests designed to provide a reasonable basis for our opinion.

Qualifications

Separately identify and describe any special circumstances adversely affecting the audit or its result.
Add any qualification as to the completeness and accuracy of the universe of CAS-covered contracts.

Results of Audit

Although not adequate in part (see comments on page, note), [omit the preceding sentence if
adequate] in our opinion, the contractor has submitted data which are acceptable for negotiating the cost
impact due to [state the type of the change]. [The paragraph should comment on whether increased
costs to the government resulted and refer to the report exhibit for details.]

[The results of audit section should contain all exhibits and supporting schedules required for a clear
and complete presentation of audit results and should include as a minimum the items described in
CAM 10-808.5.b.]

The audit report results were provided and discussed with [name and title] [on date] [outcome].

Contractor Organization and Systems

1. Organization.

[See CAM 10-210.7.]1.  

2. Systems

[See CAM 10-210.7.]1.  

DCAA Personnel

Telephone No.

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/081/0048Z081DOC.HTM (3 of 5) [11/19/1999 3:36:03 PM]



Primary contact regarding this audit:

[name, title] [number]
[name, title] [number]

Other contacts regarding this audit:

[name, title] [number]

FAX No.
[Fax no.]

E-mail Address
*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution
E-mail Address

Administrative Contracting
Officer

[e-mail address]

[Contractor name] (Copy furnished thru ACO)
[Contractor
Address]

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during the
conduct of the audit those elements of the data which are proprietary. Make proprietary determinations in
the event of an external request for access. Consider the restrictions of 18 U.S.C. 1905 before releasing
this information to the public.

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act request for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

3. Do not use the information contained in this audit report for purposes other than action on the subject
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of this audit without first discussing its applicability with the auditor.

Appendix

If appropriate, include the contractor's written comments.
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Appendixes

Subject of Audit

As requested by [requestor's name], we audited the [contractor name (short name), proposal date,
proposal type] proposal submitted in response to [RFP/contract number] to determine if the proposed
costs are acceptable as a basis to negotiate a fair and reasonable contract price. The [proposed amount in
total] proposal is for [type of service or product]. The company proposed a performance period of [date]
through [date].

The proposal and related cost or pricing data are the responsibility of the contractor. Our responsibility is
to express an opinion on the proposal based on our audit.

Executive Summary

This section should appear only when audit are findings significant. Use it to highlight significant
issues, findings, recommendations and/or qualifications. (See 10-304.2)

Scope of Audit

All reports should contain the following scope statement. Auditors should adjust the criteria (i.e.
applicable regulations and/or law) to fit the situation. (See 10-304.3)

Except for the qualifications discussed below (omit if there is no "Qualifications" section within the
"Scope" paragraph), we conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain reasonable assurance that
the proposal is free of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the proposal;2.  

assessing the accounting principles used and significant estimates made by the contractor;3.  

evaluating the overall proposal presentation; and4.  

determining the need for technical specialist assistance [and quantifying the results of a government
technical evaluation report].

5.  

We evaluated the proposed costs using the applicable requirements contained in the:6.  

Federal Acquisition Regulation (FAR),7.  
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[DoD FAR Supplement (DFARS), for non-DoD agencies, identify specific agency supplement - see
15-102.2] and

8.  

[Cost Accounting Standards (only if the potential contract will be CAS-covered)].9.  

The next paragraph in the Scope of Audit section should comment on the current status of the
contractor's accounting and estimating systems and the impact of the current assessment of control
risk on the scope of audit. Coordinate this information with the Contractor Organization and system
section. Outstanding deficiencies that impact the scope of audit should be disclosed until those
deficiencies are corrected. [Refer to 10-304.3 for examples.]

Qualifications

If applicable, this section sets forth any factors that restrict or limit the scope of the audit which have a
significant adverse effect on the audit or results. (See 10-304.4)]

Results of Audit

[As prescribed by 10-304.5 this section should include the following sections:

Audit Opinion(10-304.6)
Submission and Audit Evaluation (10-304.7)
Questioned, Unsupported and Unresolved Cost (10-304.8)
Difference (10-304.9)
Additional Remarks (10-304.10)

1.  

Tailor the results of audit using the opinion matrix at 10304.6c.]

Contractor Organization and Systems

This section should furnish pertinent background organization and systems information which impacts
the scope and the results of audit. Tailor this information to the contractor's size and reference any
other reports issued on relevant systems. This information should be classified under separate
subheadings for the organization and individual system(s). Refer to 10-307.

DCAA Personnel

Telephone No.
Primary contact regarding this audit:

[name and title] [number]
[name and title] [number]

Other contacts regarding this audit report:

[branch manager name and title] [number]
[PLA, if applicable] [number]

FAX No.
[Fax No.]
[Fax number] (PLA)

E-mail Address
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*faoxxxx@rxx.dcaa.mil

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. The section should include, at a minimum, the dates of ACO and
PCO requests and the dates of any extensions. The format should facilitate computation of elapsed days
(see 10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

All recipients of the audit report will be identified in this section of the report, include the e-mail
addresses.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during the
conduct of the audit those elements of the data which are proprietary. Make proprietary determinations in
the event of an external request for access. Consider the restrictions of 18 U.S.C. 1905 before releasing
this information to the public.

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

3. The Defense Contract Audit Agency has no objection to release of this report, at the discretion of the
contracting agency, to authorized representatives of [Shortname].

a. If there are subcontracts and the subcontractors do not object to release:
Nor does this Agency or [subcontractor name] object to release of this report to authorized
representatives of [name of higher-tier contractor]. See Appendix __ for a copy of the
subcontractor's release statement.

1.  

b. If there are subcontracts and the subcontractors object to release:
The [subcontractor name] objects to release of this report to the higher-tier contractor, [higher-tier
contractor name], because [briefly summarize the reason(s) for the subcontractor's objection. If
applicable, identify the specific information the subcontractor does not want released]. Therefore,
keep report information within government channels except to the extent that the subcontractor
grants permission for its release. See Appendix for a copy of the subcontractor's statement of
objection to release. However, the Defense Contract Audit Agency has no objection to release of
this report, at the discretion of the contracting agency, to authorized representatives of [name of
contractor or subcontractor to which the report pertains].

2.  

c. If the technical evaluator objects to release of his/her evaluation:3.  
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The Defense Contract Audit Agency has no objection to release of this report. However, do not
release the government technical evaluation report included as Appendix __ of our report to
[contractor or subcontractor name] without approval of [name of government agency supplying
technical report].

4. Do not use the information contained in this audit report for purposes other than action on the subject
of this audit without first discussing its applicability with the auditor.

Appendixes

Appendixes may be used to provide other information when needed. When recurring reports are issued
to the same addressee concerning the same contractor, consider reducing the appendix material. Refer
to 10-308 for examples.
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

23000PRT

Forward Pricing Rate Agreement Audit Report (APIRATES)

Version 1.3
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX21000XXX

[date]

Prepared For: [Requestor name (if not self-initiated)]
[Address]

Prepared By: [FAO Name]
[FAO Address]

Telephone No.
FAX No.
E-mail Address *faoxxx@rxx.dcaa.mil

Subject: [Report Title]

References: [Include of audit was requested or if there are any other
applicable references]

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]
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Appendixes

Subject of Audit

Code 23000 reviews can be either self-initiated or requested. Guidance on completing the subject
section of the report is in 10-210.1 and 10-304.1.

Executive Summary

This section appears only when audit are findings significant. Use it to briefly describe the audit
opinion, findings, and the significant issues supporting the opinion.

Scope of Audit

[If qualifications are reported and the circumstances described have an adverse bearing on the
auditor's conformance with auditing standards, include the following phrase at the start of the
paragraph "Except as discussed in the Qualifications section of the report"]

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
data and records are free of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the proposal;2.  

assessing the accounting principles used and significant estimates made by the contractor;3.  

evaluating the overall proposal presentation; and4.  

determining the need for technical specialist assistance [and quantifying the results of a
government technical evaluation].

5.  

We evaluated the proposed [cost element(s) reviewed] using the applicable requirements contained in
the:

Federal Acquisition Regulation (FAR)

[Defense FAR Supplement (DFARS) or for non-DoD agencies, identify specific agency
supplement -- see CAM 15-102.2]

1.  

1.  

[Include the following if applicable, "Cost Accounting Standards (CAS)"]2.  

The next paragraph in the Scope of Audit section should comment on the current status of the
contractor's accounting and estimating systems and the impact of the current assessment of control risk
on the scope of audit. Coordinate this information with the Contractor Organization and system section.
Outstanding deficiencies that impact the scope of audit should be disclosed until those deficiencies are
corrected. [Refer to 10-304.3 for examples.]

Qualifications

If applicable, this section sets forth any factors that restrict or limit the scope of the audit which have a
significant adverse effect on the audit or results. [Refer to 10-304.4 and 10-210.4 for additional
guidance in completing the Scope section.]
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Results of Audit

As prescribed by 10-304.5 -.10 and 10-305.4 this section should include the following sections:

Audit Opinion(10-304.6)
Submission and Audit Evaluation (10-304.7)
Questioned, Unsupported and Unresolved Cost (10-304.8)
Difference (10-304.9)
Additional Remarks (10-304.10)

1.  

Tailor your results of audit for the cost element(s)/rate(s) reviewed using the opinion matrix at
10-304.6c.

Contractor Organization and Systems

This section should furnish pertinent information which impacts the scope and the results of audit.
This information should be classified under separate subheadings for the organization and individual
system(s). Refer to 10-307 and 10-210.7.

DCAA Personnel

Telephone No.

Telephone No.
Primary contact regarding this audit:

[name and title] [number]
[name and title] [number]

Other contacts regarding this audit report:

[branch manager name and title] [number]
[PLA, if applicable] [number]

FAX No.
[Fax number]

[Fax number] (PLA)

E-mail Address
[FAO e-mail address]

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
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[FAO]

Audit Report Distribution and Restrictions

Distribution

All recipients of the audit report will be identified in this section of the report, include their e-mail
addresses.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify
during the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act request for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. The Defense Contract Audit Agency has no objection to the release of this report, at the
discretion of the contracting agency, to authorized representatives of [Shortname].

3.  

4. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

4.  

For Official Use Only
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Previous Section
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Report on Estimating System Survey (APESTG)

Version 1.1
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX24010XXX

[date]

Prepared For:
Administrative Contracting Officer
Attn:
[Address]

Prepared By: [FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address *faoxxx@rxx.dcaa.mil

Subject: [Report Title]

References: [Include if audit was requested or if there are any other
applicable references.]

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]
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Appendixes

Subject of Audit

We have audited the [contractor's name, short name] estimating system. The objective of the audit was to
evaluate the adequacy of and [contractor's name or short name] compliance, with the estimating system's
internal controls for developing accurate, current and complete cost estimates. [Describe the purpose of the
system. The following sentence may be modified for each audit.] These estimates are used for such purposes
as pricing proposals, developing indirect expense rate forecasts, preparing indirect cost budgets, and
developing estimates to complete for contract financial reports and progress payment requests.

[Contractor name] is responsible for establishing and maintaining an adequate estimating system. Our
responsibility is to express an opinion on the adequacy of the estimating system based on our audit.

Executive Summary

This section is used only when audit are findings are significant. Use it to give a brief overview of the
audit opinion, recommendations, and the significant issues supporting the opinion. Refer to 10-406 for
examples.

Scope of Audit

We conducted our audit in accordance with generally accepted government auditing standards. Those
standards require that we obtain a sufficient understanding of internal controls to plan financial audits and
determine the nature, timing, and extent of tests to be performed. An audit of internal controls includes:

identifying relevant system control objectives and associated control activities,1.  

obtaining an understanding of all applicable components of internal control for the identified control
objectives and activities,

2.  

determining if the internal controls are adequate and in operation, and3.  

assessing control risk to use as a basis for planning the nature, timing, and extent of substantive testing
in other financial related audits.

4.  

We evaluated the estimating system using the applicable requirements contained in:

Federal Acquisition Regulation (FAR);
[DoD FAR Supplement (DFARS) or other applicable non-DoD agency supplement];
[Cost Accounting Standards, if CAS is applicable]; and
[Industry or Technical Guides.] [Identify any applicable guides actually used]

1.  

Our audit specifically covered the estimating system's internal control procedures associated with the
following control objectives:

a. management reviews;
b. assignment of responsibilities;
c. training;
d. cost estimate development; and
e. cost or pricing data certification.

1.  

We believe our audit provides a reasonable basis for our opinion.

Qualification
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Include any factors which restricted or limited the scope of the audit. See 10-407e. and 10-210.4.]

Results of Audit

This section of the report should summarize the conditions and recommendations found during the audit
(See 10-408). The opinion paragraph will vary according to the nature of the findings in the audit.

As a result of control risk assessments, our audit effort in the in the following areas will be [increased/
decreased]:

[List the audit areas affected and the changes in audit effort.]

Statement of Condition and Recommendation

The statements of condition and recommendation are an integral part of the results of audit and should
follow the narrative described in the Results of Audit. Alternatively, they may be included in attached
appendixes. Refer to 10-409 for the detail on the presentation criteria and construction.

Contractor Organization and Systems

This section should furnish pertinent information necessary for the reader to understand the area
reviewed. This information should be classified under separate subheadings for the organization and
individual system(s). Refer to 10-410 for additional information and examples.

DCAA Personnel

Telephone No.
Primary contact regarding this audit:

[name and title] [number]
[name and title] [number]

Other contacts regarding this audit report:

[name and title] [number]

FAX No.
[Fax no.]

E-mail Address
[*faoxxxx@rxx.dcaa.mil]

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. These should include, at a minimum, the dates of ACO and PCO
requests and the dates of any extensions. The format should facilitate computation of elapsed days (see
10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]
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Audit Report Distribution and Restrictions

Distribution

Note: The report should be distributed as discussed in CAM 10-412.

Administrative Contracting Officer

[Contractor Name]
[Contractor Address]

E-mail Address
[email address]

(Copy furnished thru ACO)

Information copies of reports with significant findings should be sent to each procurement office doing
substantial business with the contractor unless an office's contracts would not be affected by the reported
conditions.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify during
the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for audit reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

3.  

Appendixes

Appendixes can be included in the report. Information disclosed in the appendixes would include: (i)
statements of condition and recommendation, if not included in the body of the report, (ii) suggestions to
improve the contractor's estimating system, (iii) the status of corrective action taken on prior
recommendation relating to the contractor's, and (iv) the contractor's written response to the draft report.
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Specified Cost Element(s) Audit Report

Version 1.2
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Defense Contract Audit Agency
Audit Report No. XXXX-XXX27000XXX

[date]

Prepared For:
Procurement Contracting Officer
Attn:
[Address]

If the request for audit is sent to the audit office through the
ACO, use "thru" addressing. (See 10-206.4).

[Thru:
Administrative Contracting Officer
Attn:
[Address]]

Prepared By: [FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address [*faoxxx@rxx.dcaa.mil]

Subject: [Report Title]

References:

PCO:
[If the request for audit is sent to the audit office through the
ACO, include the ACO's field pricing case no.]
[ACO:]
Relevant Dates:

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]
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Subject of Audit of Specified Cost Elements

As requested by [requestor name], we audited the [cost element(s) to be reviewed] portion [($ proposed
for the cost element(s) reviewed)] of [company name, short name] [proposed amount in total] [proposal
type] proposal dated [date]. [Company name or short name] submitted the proposal for [product or
services] in response to [RFP/contract number]. The company proposed a performance period of [date]
through [date].

The proposal and related [cost element(s) reviewed] cost or pricing data are the responsibility of the
contractor. Our responsibility is to express an opinion on the [cost element(s)] based on our audit.

Executive Summary

This section gives a brief overview of the audit findings. It briefly describes the audit opinion, findings,
and the significant issues supporting the opinion. Because of the limited nature of audits of specified
cost elements, an Executive Summary paragraph is generally not needed.

Scope of Audit of Specified Cost Elements

As requested, we limited our audit to an examination of the proposed [cost element(s) requested to be
reviewed]. [If qualifications are reported and the circumstances described have an adverse bearing on
the auditor's conformance with auditing standards, include the following phrase at the start of the
next sentence "Except as discussed in the Qualifications section of the report"] We conducted our
audit in accordance with generally accepted government auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the data and records are free
of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment for the cost elements audited;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures for the cost elements
audited;

2.  

assessing the accounting principles used and significant estimates made by the contractor in
developing the proposed amounts for the cost elements audited;

3.  

evaluating the overall presentation for those costs; and4.  

determining the need for technical specialist assistance for the cost elements audited [and
quantifying the results of a government technical evaluation].

5.  
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We evaluated the proposed [cost element(s) reviewed] using the applicable requirements contained in
the:

Federal Acquisition Regulation (FAR)1.  

[DOD FAR Supplement (DFARS) or for non-DoD agencies, identify specific agency supplement -
see CAM 15-102.2]

2.  

[Cost Accounting Standards (CAS)]3.  

The next paragraph should be adapted to describe that portion of the contractor's estimating system
internal controls and the impact of the current assessment of control risk on the scope of audit.
Coordinate this information with the Contractor Organization and system section. Outstanding
deficiencies that impact the scope of audit should be disclosed until those deficiencies are corrected.
[Refer to 10-305.3 for guidance in completing the rest of the Scope section.]

Qualifications

If applicable, this section sets forth any factors that restrict or limit the scope of the audit which have a
significant adverse effect on the audit or results. (See 10304.4 and 10-210.4).

Results of Audit of Specified Cost Elements

Tailor the wording to reflect only the specified cost elements audited. As prescribed by 10-304.5 and
10-305.4 this section should include the following sections:

Audit Opinion (10-304.6). In addition to the audit opinion, because we have only audited
specific cost elements, we should disclaim an opinion on the proposal as a whole. Insert the
following disclaimer: "This report is limited to [insert the names of the cost elements audited].
Accordingly, we express no opinion on the contractor's proposal taken as a whole."

1.  

Submission and Audit Evaluation (10-304.7)2.  

Questioned, Unsupported and Unresolved Cost (10-304.8)3.  

Difference (10-304.9)4.  

Additional Remarks (10-304.10)5.  

Tailor your results of audit for the specified cost element(s) reviewed using the opinion matrix at
10-304.6c

Contractor Organization and Systems

This section should furnish pertinent information which impacts the scope and the results of audit.
This information should be classified under separate subheadings for the organization and individual
system(s). Refer to 10-307 and 10-210.7.

DCAA Personnel

Telephone No.
Primary contact regarding this audit:

[name and title] [number]
[name and title] [number]
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Other contacts regarding this audit report:

[Branch manager name and title] [number]
[PLA, if applicable] [number]

FAX No.
[Fax number]

[Fax number] (PLA)

E-mail Address
[FAO e-mail address]

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. The section should include, at a minimum, the dates of ACO and
PCO requests and the dates of any extensions. The format should facilitate computation of elapsed days
(see 10-211 and Fig. 10-2-3).

Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

All recipients of the audit report will be identified in this section of the report, include their e-mail
addresses.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify
during the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act requests for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. The Defense Contract Audit Agency has no objection to release of this report, at the discretion
of the contracting agency, to authorized representatives of [Shortname].

3.  

If there are subcontracts and the subcontractors do not object to release:
Nor does this Agency or [subcontractor name] object to release of this report to authorized
representatives of [Shortname]. See Appendix __ for a copy of the subcontractor's release
statement.

4.  

If there are subcontracts and the subcontractors object to release:
[Name of subcontractor] considers [identify the data which the subcontractor objects to releasing]

5.  
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to be trade secrets or confidential business information. Accordingly, the contracting officer
should protect such information from improper disclosure in accordance with FAR 15.407-1(f).

If the technical evaluator objects to release of his/her evaluation:
The Defense Contract Audit Agency has no objection to release of this report. However, do not
release the government technical evaluation report included as Appendix __ of our report to
[contractor or subcontractor name] without approval of [name of government agency supplying
technical report].

6.  

4. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

7.  

Appendixes

Appendixes may be used to provide other information when needed. When recurring reports are
issued to the same addressee concerning the same contractor, consider reducing the appendix
material. Refer to 10-308 for examples.

For Official Use Only
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Agreed-Upon Procedures -- Cost Realism Report (APCOSTRE)
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Defense Contract Audit Agency
Audit Report No. XXXX-XXX28000XXX

[date]

Prepared For:

Procurement Contracting Officer
Attn:

[Address]

If the request for services is sent to the audit office through the ACO, use "thru"
addressing. (See 10-206.4).

[Thru:
Administrative Contracting Officer
Attn:]

Prepared By: [FAO Name]
[FAO Address]

Telephone No.
FAX No.
E-mail Address [*faoxxx@rxx.dcaa.mil]

Subject: [Report Title (remember not to use the word audit)]

References: PCO:
[If the request for audit is sent to the audit office through the ACO, include the
ACO's field pricing case no.]

[ACO:]
Relevant Dates:

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]
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Subject of Agreed-Upon Procedures

As requested by [requestor name], we evaluated the [cost element(s) on which procedures are
performed] in [company name, (short name)] [proposed amount in total] [proposal type] proposal
dated [date] using procedures agreed upon by the requestor. [Company name o short name] submitted
the proposal for [product or services] in response to [RFP/contract number]. The company proposed a
performance period of [date] through [date].

Executive Summary

This section gives a brief overview of the findings. It briefly describes the findings and the significant
issues. Due to the limited nature of agreed-upon procedures, this section usually is not needed, but can
be used to highlight significant adverse findings.

Scope of Agreed-Upon Procedures

We have performed the mutually agreed upon procedures enumerated below solely to assist you in
evaluating the [proposed cost elements on which procedures are to be performed]. This agreed-upon
procedures engagement was performed in accordance with generally accepted government auditing
standards. The sufficiency of the procedures is solely the responsibility of the requestor. Consequently
DCAA makes no representation regarding the sufficiency of the procedures described below, either for the
purpose for which this report has been requested or for any other purpose.

If this assignment is for cost realism, remember to add that the proposed costs were specifically
evaluated for realism and possible understatement. See 9-311.4f.

Results of Agreed-Upon Procedures

[As prescribed by 10-306.4 this section should communicate the following:

A disclaimer of opinion,( see example below)
The findings of the agreed-upon procedures performed, and
Additional remarks as applicable in the circumstances.]

1.  

[An example of a disclaimer of opinion when the application of the procedures disclosed no significant
inadequate cost or pricing data [or if a cost realism analysis use the term "information"] or no
significant noncompliances with FAR and/or CAS follows:

This report pertains only to the performance of agreed-upon procedures to evaluate direct labor and indirect
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labor rates. We were not engaged to, and did not perform an audit, the objective of which would be the
expression of an opinion on the subject matter of this report. Accordingly, we do not express an opinion on
the adequacy and compliance of the submitted cost or pricing data [or if a cost realism analyses, use the
term "information" instead of "cost or pricing data"]. Had we performed additional procedures, other
matters might have come to our attention that would have been reported to you.

Sample language pertaining to other circumstances may be found at 10-306.4.

Contractor Organization and Systems

This section should furnish pertinent information which impacts the scope and the results of
agreed-upon procedures. This information should be classified under separate subheadings for the
organization and individual system(s). Refer to 10-307 and 10-210.7. This section should be used if the
auditor has systemic information to provide to the requestor.

DCAA Personnel

Telephone No.
Primary contact regarding this agreed-upon procedure:

[name and title] [number]
[name and title] [number]

Other contacts regarding this report:

[branch manager name and title] [number]
[PLA, if applicable] [number]

FAX No.
[Fax number]

[Fax number] (PLA)

E-mail Address
[FAO e-mail address]

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. The section should include, at a minimum, the dates of ACO and
PCO requests and the dates of any extensions. The format should facilitate computation of elapsed days
(see 10-211 and Fig. 10-2-3).

Report Authorized By:

[Name]
[Title]
[FAO]

Report Distribution and Restrictions

Distribution

All recipients of the report will be identified in this section of the report, include e-mail addresses. Note
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restriction 4, distribution should be limited.

Restrictions

1. Information contained in this report may be proprietary. It is not practical to identify during the
conduct of the evaluation those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer any
Freedom of Information Act requests for reports received to the cognizant contracting agency for
determination as to releasability and a direct response to the requestor.

2.  

3. The Defense Contract Audit Agency has no objection to release of this report, at the discretion of
the contracting agency, to authorized representatives of [Shortname].

3.  

If there are subcontracts and the subcontractors do not object to release:
Nor does this Agency or [subcontractor name] object to release of this report to authorized
representatives of [Shortname]. See Appendix __ for a copy of the subcontractor's release statement.

4.  

If there are subcontracts and the subcontractors object to release:
[Name of subcontractor] considers [identify the data which the subcontractor objects to releasing] to
be trade secrets or confidential business information. Accordingly, the contracting officer should
protect such information from improper disclosure in accordance with FAR 15.407-1(f).

5.  

If the technical evaluator objects to release of his/her evaluation:
The Defense Contract Audit Agency has no objection to release of this report. However, do not
release the government technical evaluation report included as Appendix __ of our report to
[contractor or subcontractor name] without approval of [name of government agency supplying
technical report].

6.  

4. This report was prepared through the use of procedures agreed upon by the requestor. The reported
findings do not include an audit opinion. The information contained in this report is intended solely
for the use of the identified recipients, and should not be used by them or by others for any other
purpose other than that for which the procedures were established.

7.  

Appendixes

For Official Use Only

Next Section

Open this portion of the document in Word (23 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

42000RPT

Postaward Audit Report (APPOST)

Version 1.2
1 July 1999

Defense Contract Audit Agency
Audit Report No. XXXX-XXX42000XXX

[date]

Prepared For:
Procurement Contracting Officer
Attn:
[Address]

For prime contracts, address to requestor, with a copy to ACO or PCO as appropriate. If self
initiated, address to the PCO with information copy to ACO unless the ACO has negotiation
authority. For subcontracts, if requested by a CO, address to requestor with a copy to prime
contract auditor. If DCAA-initiated, distribute to the prime contract auditor or the higher-tier
auditor as appropriate (10-605)

Prepared By: [FAO Name]
[FAO Address]
Telephone No.
FAX No.
E-mail Address [*faoxxx@rxx.dcaa.mil]

Subject: Report on Postaward Audit of [Contract]

References:
PCO: [contract number]
ACO
Relevant Dates: Page [number]

Contractor: [Contractor Name]
[Contractor Address]

Report Release Restrictions: See Page [number]

Page
Contents: Subject of Audit
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Executive Summary
Scope of Audit
Results of Audit
Contractor Organization and Systems
DCAA Personnel and Report Authorization
Audit Report Distribution and Restrictions
Appendixes

Subject of Audit

This section of the report should identify the pricing action audited and the purpose of audit. It should
also include information about the contract such as contract type, etc. This portion of the section
should be tailored to the situation. See CAM 10-606.1 for additional information. An example of a
DCAA-initiated audit is as follows:

As part of our continuing program of evaluating subcontractor compliance with 10 U.S.C.2306a and
implementing regulations, we audited [contractor or subcontractor] cost or pricing data related to the
pricing of [contract] to [contractor]. The purpose of the audit was to test whether the price negotiated in
that pricing action, including profit, was increased by a significant amount because the contractor
furnished cost or pricing data that was not accurate, complete and current as required by the cited statute.

In its Certificate of Current Cost or Pricing Data, dated [date], the contractor certified the data as of
[date], the date of agreement on contract price. The prime contract price agreement between the [service]
and the [contractor] was also reached on [date]. The [contract type] contract provides for [description of
services or goods provided]. (Add the following statement if applicable.) The net target contract price
added to the contract by the pricing action was $ amount.)

The cost or pricing data are the responsibility of the contractor. Our responsibility is to express an
opinion on the cost or pricing data based on our audit.

Executive Summary

Provide a brief overview of the audit findings. The summary by defective pricing issue is helpful to
contracting officers because contractors often respond by issue. See 10-606.2 for additional
information.

Scope of Audit

[Except for the qualifications discussed below, (the preceding phrase should be used if the report is
qualified.)] We conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the data and records reviewed are free of material misstatement. An audit includes:

reviewing the contractor's internal controls, assessing control risk, and determining the extent of
audit testing needed based on the control risk assessment;

1.  

examining, on a test basis, evidence supporting the amounts and disclosures in the data and records
evaluated;

2.  

assessing the accounting principles used and significant estimates made by the contractor;3.  
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evaluating the overall data and records presentation; and4.  

determining the need for technical specialist assistance and (if applicable) [and quantifying the
results of a government technical evaluation].

5.  

The last paragraph of this section should outlined the criteria used to evaluate the cost or pricing data
and include an assessment of the contractors estimating system. The paragraph should also include
comments on our assessment of control risk and its impact on our audit. See 10-606.3 for additional
information. The following is an example of this paragraph.

The criteria used to evaluate the cost or pricing data included the public law contained in FAR Subpart
15.4 and [the advance agreement and other pertinent provisions of the contract as reference in
Appendix___]. We believe that our audit provides a reasonable basis for our opinion.

We may continue to audit other aspects of the subject contract and may issue a separate report on such
aspects.

Qualifications

If applicable, include a paragraph on circumstances affecting the audit only if the audit results must
be qualified because the stated purpose and scope could not be accomplished.(10-606.4)

Results of Audit

This section should include the auditor's opinion and details in support of the audit findings. This
section should also include data using an exhibit type format and the results of audit. See 10-606.5 for
examples of a report with audit exceptions. An example of a report with no findings is as follows:

(If the scope of audit is qualified, the results must be qualified.) Our audit disclosed no evidence that
price was increased because the contractor furnished cost or pricing data that was not current, accurate
and complete.

Audit Baseline $ amount
Recommended Price Adjustment None

For reports with audit exceptions, if applicable, clearly identify details on significant offsets alleged by
the contractor. Do this in a fashion similar to that used for explanatory notes or make reference to the
offsets and cover details in a separate exhibit.

When postaward audits at subcontractors disclose overpayments, refer to CAM 10-606.5 for a required
statement.

For systemic and/or unsatisfactory conditions, refer to 10-606.6 for required statement to include in
the report.

In the additional remarks section, refer to the requirements in 10-606.7.

Contractor Organization and Systems

This section includes information that describes the contractor's estimating system internal controls.
See 10-606.8 for additional information. An example of this section is as follows:
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1. Organization1.  

[Contractor] was incorporated in the state [state] on [date]. [Contractor] specializes in designing,
manufacturing, and maintaining fuels and fuel systems for aircraft. [Contractor] sales for the year
ended [date], were [amount], mostly on contracts to the [U.S. name]. About [number] percent of
[contractor] sales relate to [contract type], the remaining relate to [contract type] contracts.
[Contractor] currently has about [number] employees.

2.  

2. Accounting System3.  

In our opinion, [contractor] accounting system and the related internal control policies and
procedures as revised on [date] are adequate for the accumulation and reporting of costs under
government contracts. Our audit of [contractor] accounting system is discussed in Audit Report
No. [number], dated [date], previously provided to your office.

4.  

In this audit we obtained an understanding of the accounting system internal control structure
policies and procedures for the accumulation and reporting of material, labor, indirect and other
direct costs; and determined whether they are effectively operating. [Contractor] has adequate
accounting system internal controls and they are operating effectively.

5.  

3. Estimating System6.  

In our opinion, [contractor] estimating system and the related internal control policies and
procedures are adequate to ensure that costs on forward pricing proposals and final certified
contract prices are based on accurate, complete, and current cost or pricing data. Our audit of
[contractor] estimating system is discussed in Audit Report No. [number], dated [date],
previously provided to your office.

7.  

DCAA Personnel

Telephone No.
Primary contacts regarding this audit:

[name, position] [number]
[name, position] [number]

Other contact regarding this audit:

[name, position] [number]

FAX No.
[Fax Number]

E-mail Address
[e-mail address]

General information on audit matters is available at http://www.dtic.mil/dcaa/ .

Relevant Dates

Use this section in demand assignments. The section should include, at a minimum, the dates of ACO and
PCO requests and the dates of any extensions. The format should facilitate computation of elapsed days
(see 10-211 and Fig. 10-2-3). Do not include dates relevant to contract performance; these appear in the
Chronology.
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Audit Report Authorized By:

[Name]
[Title]
[FAO]

Audit Report Distribution and Restrictions

Distribution

The distribution for post award audits should be made in accordance with CAM 10-6S1 Supplement,
include e-mail addresses.

Restrictions

1. Information contained in this audit report may be proprietary. It is not practical to identify
during the conduct of the audit those elements of the data which are proprietary. Make proprietary
determinations in the event of an external request for access. Consider the restrictions of 18
U.S.C.1905 before releasing this information to the public.

1.  

2. Under the provisions of Title 32, Code of Federal Regulations, Part 290.7(b), DCAA will refer
any Freedom of Information Act requests for audit reports received to the cognizant contracting
agency for determination as to releasability and a direct response to the requestor.

2.  

3. The Defense Contract Audit Agency has no objection to release of this report, at the discretion
of the contracting agency, to authorized representatives of [Shortname].

a. If there are subcontracts and the subcontractors do not object to release:
Nor does this Agency or [subcontractor name] object to release of this report to authorized
representatives of [Shortname]. See Appendix __ for a copy of the subcontractor's release
statement.

1.  

b. If there are subcontracts and the subcontractors object to release:
[Name of subcontractor] considers [identify the data which the subcontractor objects to
releasing] to be trade secrets or confidential business information. Accordingly, the
contracting officer should protect such information from improper disclosure in accordance
with FAR 15.407-1(f).

2.  

c. If the technical evaluator objects to release of his/her evaluation:
The Defense Contract Audit Agency has no objection to release of this report. However, do
not release the government technical evaluation report included as Appendix __ of our
report to [contractor or subcontractor name] without approval of [name of government
agency supplying technical report].

3.  

3.  

4. Do not use the information contained in this audit report for purposes other than action on the
subject of this audit without first discussing its applicability with the auditor.

4.  

Appendixes

Use an appendix for required supplementary or support information. See 10-607.

An appendix normally should be included to show the significant events concerning the postaward
audit of cost or pricing data. See 10-607.1. An example of this appendix is as follows:

[Contractor]
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[contractor city, state]

Chronology of Significant Events

Date
Initial [Subcontract] Proposal No. [number] [date]
Initial DCAA Audit Report No. [number] [date]
Revised Contract Proposal No. [number] [date]
DCAA Supplemental Audit Report [number] [date]
Contractor Latest Certificate of Current Cost or Pricing Data [date]
Contract Negotiations of Modification No. [number] [date]
Contract Award and Price Agreement of Modification No. [number] [date]

For Official Use Only

Next Section

Open this portion of the document in Word (27.5 KB)
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Document Type: Discretionary - Defense Contract Audit Agency (DCAA)

Title: DCAA Audit Programs; 1 July 1999

Previous Section

Other Guidance

ADEQUACY

Criteria for Adequate Contract Pricing Proposals

Version 2.2
1 July 1998

Defense Contract Audit Agency
Criteria for Adequate Contract Pricing Proposals

Purpose -- A well supported cost proposal reduces effort needed for review and will facilitate negotiations. The
following are the criteria that constitute an adequate proposal. The items marked with a C are critical; an
inadequacy in a critical element where the proposed costs are significant will most likely result in a
recommendation by the DCAA auditor that the contracting officer return the proposal. However, any
recommendation should be preceded by discussion between the auditor and contracting officer.

Most of the elements are specifically required by the Federal Acquisition Regulation (FAR) and are referenced
accordingly. The items not referenced to the FAR are items that will still, in most cases, be needed for negotiations
and Government review. Items may be added to the list if required by the contracting officer.

Initially, the existence of some of the criteria (especially, 4a, 4b, and 7) can be determined only by the contractor,
or by a detailed audit. Therefore, an initial finding of adequacy may be changed once the audit has started.

General

C1. A properly completed first page of the proposal or a summary format as specified by the contracting
officer in the solicitation. (FAR 15.408, Table 15-2 I.A.)

1.  

C2. An index referencing all cost or pricing data and information accompanying or identified in the proposal.
(FAR 15.408, Table 15-2 I.B.)

2.  

C3. A summary of total cost by element cross-referenced to supporting cost or pricing data. (FAR 15.408,
Table 15-2 I.E.)

3.  

C4. Identification of cost or pricing data (i.e., data that are verifiable and factual) and an explanation of the
estimating process. When applicable the following items should be specifically identified: (FAR 15.408,
Table 15-2 I.C.)

a. Judgmental factors and the methods used in the estimate, including those used in projecting from
known data.

1.  

4.  

b. The nature and amount of any contingencies.5.  

C5. Identification and description of any forward pricing rate agreements (FPRA) used. (FAR 15.408, Table
15-2 I.G.)

6.  
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C6. The location and point of contact for any cost or pricing data which is identified, but not included, in the
proposal.

7.  

C7. Disclosure of any other activity that could materially impact the costs (i.e., existing excess material,
company reorganizations, new technology acquisitions, labor union discussions, etc.). (FAR 15.407-1)

8.  

Materials

C8. Identification of the basis for the kinds, quantities, and cost of all material elements proposed. A
consolidated priced summary of individual material quantities or a consolidated priced bill of material for the
entire proposal. A well prepared bill of material includes: part number/description, unit cost, quantity
required, any nonrecurring costs, extended cost, and basis for the proposed price (quotation, prior buy,
similar item, etc.) Although not required, the bill of material preferably should be in descending extended
value order. (FAR 15.408, Table 15-2 II.A.) The auditor will need to exercise judgment in making the
determination if a consolidated bill of material is required. The need for a bill of material will depend on the
estimating techniques used and whether those techniques are appropriate in the circumstances. For example,
a bill of material may not be feasible for products that are in the research and development stage. A
parametric type estimate may be more appropriate in these circumstances.

1.  

C9. For each subcontract over $500,000 show: source, deliverable, quantity, price, type of subcontract,
degree of competition, basis for selecting vendor and establishing reasonableness of price. When required,
the subcontractor's cost or pricing data must be submitted with the offeror's proposal. If available, the
contractor should provide the results of review and evaluation of subcontract proposals, if required by FAR
15.404-3; Table 15-2 II.A. Though not required, the offeror should provide reasons for omitted data/reviews
with dates when the data/reviews will be available. (FAR 15.408, Table 15-2 II.A.)

2.  

C10. Justification when claiming an exemption from submitting cost or pricing data. (FAR 15.408, Table
15-2 II.A.)

3.  

C11. Where costs are based on factors, those factors and their bases for application need to be explained.4.  

Direct Labor

C12. A time phased (e.g., quarterly, annual) breakdown of labor rates and hours by category or skill level and
the basis for the estimates of rates and hours (i.e., historical experience, engineering estimates, learning
curves, etc.). If labor is the allocation base for indirect costs, summarize for each overhead pool and year.
(FAR 15.408, Table 15-2 II.B.)

1.  

Indirect Costs

C13. In the absence of an FPRA or indirect rate proposal, the contractor should show how indirect rates were
estimated and applied. Support for the indirect rates could consist of cost breakdowns, trends, and budgetary
data. (FAR 15.408, Table 15-2 II.C.)

1.  

Other Costs

C14. Identification of all other costs by category and basis for pricing. (FAR 15.408 Table 15-2 II.D.)1.  

Facilities Capital Cost of Money (FCCM)

C15. When claiming cost of money, the contractor must submit Form CASB-CMF and show the calculation
of the proposed amount. (FAR 15.408, Table 15-2 II.F., FCCM)

1.  

Profit2.  

C16. Offerors are encouraged to provide the rationale for proposed profit. (DD Form 1547, Record of
Weighted Guidelines Application, with rationale, may be used.)

3.  

Change Orders

C17. An estimate of the cost to complete deleted work not yet performed. Identification of the actual, or1.  
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estimated, cost of deleted work already performed. An estimate of the cost of work added. (FAR 15.408,
Table 15-2 III.B.)

DB-Letters

Proforma Direct Billing Letters

Version 1.0
4 January 1999

This file contains the proforma examples of letters to be sent by FAOs regarding the implementation of the direct
billing program. The profroma letters should be used in conjunction with the auditor guidance contained in CAM
section 6-1007, Direct Submission of Interim Vouchers to Disbursing Offices.

Direct Billing Letters CAM Reference
1. Letter Requesting Contractor Participation CAM 6-1007.5a
2. Notification Letter To Eligible Contractor CAM 6-1007.5a
3. DCAA Authorization Memorandum Enclosure To Notification Letter To
Eligible Contractor

CAM 6-1007.5b

4. Notification Letter To Ineligible Contractor CAM 6-1007.5c
5. Letter Rescinding Authorization To Direct Bill CAM 6-1007.7c
6. Letter To Disbursing Office Rescinding Authorization To Direct Bill CAM 6-1007.7c

Proforma Letter Requesting Contractor Participation

Mr. Mike Jones, President
ABC Arsenal
123 Any Street
Any City, USA 12345

Dear Mr. Jones:

DCAA has initiated a program that authorizes contractors that (1) maintain adequate internal controls for their
billing systems and (2) submit timely incurred cost proposals in accordance with FAR 52.216-7, Allowable Cost
and Payment contract clause, to submit interim public vouchers directly to government paying offices without
DCAA advance approval. The Defense Finance and Accounting Service (DFAS), National Aeronautics and Space
Administration (NASA) and Maryland Procurement Office (MPO) paying offices participate in the direct
submission program. Contractors will continue to submit the first and final vouchers on each contract to DCAA to
notify the office of new contracts and to assist in the closing of contracts. Contractors' participation in the direct
submission program is contingent on continued compliance with the above criteria. A detailed explanation of the
above criteria and the conditions under which the contractor's direct submission authority may be rescinded is
enclosed for your information and use. DCAA will continue to review contractors' procedures for preparing public
vouchers as part of our ongoing surveillance of contractors' billing systems.

We have determined that your company is eligible to participate in the program. If you wish to participate and
submit vouchers to DFAS and NASA paying offices, please provide us in writing with the name, address and
telephone number of your cognizant DFAS and NASA paying office. The letter should also include your
Commercial and Government entity (CAGE) code. If you submit vouchers to the MPO paying office, please
indicate whether you also want to submit these vouchers directly to the MPO paying office. However, do not
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provide any information on the MPO paying office.

A copy of this letter is being sent to your cognizant ACO and/or MPO point of contact to keep them apprised of
your participation in the direct billing program.

If you have any questions regarding the authorization to submit vouchers directly to DFAS, NASA and MPO
paying offices, please contact Ms. Crystal Jackson, Supervisory Auditor, at (701) 5551111.

Sincerely,

Signature
FAO Manager, DCAA
Any FAO

Enclosure:
Criteria for Direct Submission and Rescission of Direct Submission

1.  

Copy Furnished:
Cognizant ACO
MPO Point of Contact

2.  

Criteria for Direct Submission of Interim Vouchers to Government Paying Offices
1. An acceptable accounting system is maintained for government contract costing. For billing purposes, the
billed costs must be reconcilable to the cost accounting records.

1.  

2. Billing rates are established in accordance with FAR 42.704. FAR 42.704(b) requires the contracting
officer or auditor to establish billing rates based on information resulting from recent reviews, previous
audits or experience, or similar reliable data or experience of other contracting activities.

2.  

3. Allowable cumulative costs by contract are maintained to support the preparation of interim and final
vouchers. Cumulative allowable costs must be maintained for the preparation of Standard Form 1035, Public
Voucher Continuation Sheet. Cumulative costs are necessary to assure that the cumulative amount billed
does not exceed the total estimated ceiling costs on the contract and/or the current contract maximum
funding levels.

3.  

4. Billing rates are adjusted to reflect actual year-end allowable costs. At the end of your fiscal year, the
recorded allowable rates and billing rates should be compared to determine if the billing rates should be
adjusted. If there is a significant difference between billing and actual rates, adjust billings as soon as
possible to reflect either the additional amount due you, if the billing rates are lower than actuals; otherwise
credit the government for the difference if the actual rates are lower than the billing rates.

4.  

5. Contracts are briefed to assure that billings accurately reflect special cost limitations contained in
contracts. Each contract should be reviewed to determine the specific billing requirements and limitations
contained in the contract.

5.  

6. Fiscal year end incurred cost proposals are submitted in accordance with FAR 52.2167, Allowable Cost
and Payment clause contained in your cost type contracts. Cost data contained in incurred cost proposals is
used to verify the validity of billing rates and the computation of billable indirect costs on interim vouchers.
Risk associated with overbilled costs is increased when incurred cost proposals have not been received in a
timely manner

6.  

Rescission of Authority to Direct Bill

DCAA may rescind the authorization to direct bill when:

(1) A DCAA audit report is issued to the contracting officer citing significant internal control deficiencies;1.  

(2) DCAA prepares for issuance a DCAA Form 1 or NASA Form 456, Notice of Contract Costs Suspended
and/or Disapproved;

2.  
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(3) The contractor fails to apply approved billing system procedures in preparing vouchers for direct billing;
or

3.  

(4) The contractor fails to submit fiscal year end incurred cost proposals in accordance with FAR 52.216-7,
Allowable Cost and Payment contract clause, or a previously agreed to plan to get current.

4.  

Proforma Notification Letter to Eligible Contractor

Mr. Mike Jones, President
ABC Arsenal
123 Any Street
Any City, USA 12345

Dear Mr. Jones:

In response to your letter dated ____________, your company is authorized to submit interim vouchers directly to
Defense Finance and Accounting Service (DFAS), National Aeronautics and Space Administration (NASA) and
Maryland Procurement Office (MPO) paying offices based on the enclosed DCAA authorization memorandum.
The authorization is contingent upon the continued (1) maintenance of adequate billing system internal controls for
the preparation of public vouchers and (2) submission of incurred cost proposals in accordance with FAR 52.216-7,
Allowable Cost and Payment contract clause. If the authorization is subsequently rescinded by DCAA, you will be
notified immediately and the requirement to submit interim vouchers to DCAA will be reactivated.

A copy of this letter is being sent to your cognizant ACO and MPO point of contact. In addition, a copy of this
letter is being sent the DFAS and NASA paying office (s) notifying them that you are authorized to submit
vouchers directly. The MPO point of contact will notify the MPO paying office that you are authorized to submit
vouchers directly to MPO. You informed us that your Commercial and Government entity (CAGE) code is ______.
If this code is not correct, please notify us immediately. DFAS requires a correct CAGE code to process payments
of vouchers.

When submitting interim vouchers directly to the government paying offices, one copy of the DCAA authorization
memorandum should be forwarded with the voucher; the signature block on the voucher should state: "Direct
Submission Authorized." If you are submitting MPO vouchers, the original MPO voucher should be sent to the
paying office with a copy to the Contracting Officer Representative for each MPO contract. First and final
vouchers on each contract will continue to be submitted to our office to notify us of new contracts and assist in the
closing of contracts.

If you have any questions regarding this letter, please contact Ms. Crystal Jackson, Supervisory Auditor, at (701)
555-1111.

Sincerely,

Signature
FAO Manager, DCAA
Any FAO

Enclosure
DCAA Authorization Memorandum

1.  

Copy Furnished (with Enclosure)
Cognizant ACO
MPO Point of Contact
Cognizant DFAS/NASA Paying Office (s)

2.  

Proforma DCAA Authorization Memorandum
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Memorandum
For: Government Paying Office(s)

Subject: Authorization for Direct Submission of Public Vouchers

ABC Arsenal (1) maintains an adequate billing system and (2) submits its incurred proposals in accordance with
FAR 52.216-7, Allowable Cost and Payment contract clause. Therefore, this contractor is permitted to directly
submit public vouchers on government contracts without DCAA advance approval. By attaching one copy of this
memorandum, and indicating in the signature block of the voucher that "Direct Submission [is] Authorized," the
contractor is representing that DCAA has authorized direct submission of public vouchers to the DFAS, NASA and
MPO paying office(s) by Rocky Mountain Arsenal. DCAA will continue to review ABC's procedures for preparing
public vouchers as part of our ongoing surveillance of the contractor's billing system. The contractor's CAGE
(Commercial and Government Entity) code is _____.

Please direct any questions regarding this memorandum to Ms. Crystal Jackson, Supervisory Auditor, at (701)
555-1111.

Signature
FAO Manager, DCAA
Any FAO

Proforma Notification Letter to Contractors Initially Not Eligible to Participate in the Direct Billing
Program

Mr. Mike Jones, President
ABC Arsenal
123 Any Street
Any City, USA 12345

Dear Mr. Jones:

DCAA has initiated a program that authorizes contractors that (1) maintain adequate internal controls for their
billing systems and (2) submit incurred cost proposals in accordance with FAR 52.216-7, Allowable Cost and
payment clause, to submit interim public vouchers directly to government paying office(s) without DCAA advance
approval. Contractors will continue to submit the first and final vouchers on each contract to DCAA to notify the
office of new contracts and to assist in the closing of contracts. Contractors' participation in the direct submission
program is contingent on contractors' continued compliance with the above criteria. A detailed explanation of the
above criteria and the conditions under which the direct submission authority may be rescinded is enclosed for your
information and use. DCAA will continue to review contractors' procedures for preparing public vouchers as part of
our ongoing surveillance of contractors' billing systems.

[FAOs should either select the appropriate paragraph below, or compose a similar paragraph that addresses the
specific contractor situation:]

As explained below, we do not have all the necessary information concerning your billing system internal controls
to determine whether you are eligible for the direct submission program. We request you review your current
billing system procedures and provide the following information:

[FAOs should list and explain those criteria for which the FAO needs information.]

[or]

As explained below, you do not meet certain criteria for participation in the direct submission program. We ask that
you review your current billing system procedures, and provide an explanation and any necessary supporting
documentation to demonstrate that your billing system is acceptable, or provide us with the details of what you plan
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to do to meet the criteria:

[FAOs should list and explain those criteria not met by the contractor. (In the case of not meeting the incurred cost
proposal criteria, list all years for which proposals are needed.)]

[or]

As explained below, we do not have all the necessary information concerning your billing system internal controls,
and you do not meet certain criteria for participation in the direct submission program. Therefore you are not
eligible for the direct submission program at this time. To become eligible, we request you review your current
billing system procedures. For those items that we do not have all the necessary information, we ask that you
provide the information requested below. In addition, for those criteria that you do not meet, we ask that you
provide an explanation and any necessary supporting documentation to demonstrate that your billing system is
acceptable, or provide us with the details of what you plan to do to meet the criteria.

[FAOs should list and explain:

Those criteria for which the FAO needs information, and1.  

Those criteria not met by the contractor. (In the case of not meeting the incurred cost proposal
criterion, list all years for which proposals are needed.)]

2.  

1.  

Upon receipt of the above information, we will review your documentation. After we perform this additional work
we will then determine whether you are eligible to directly submit your vouchers to government paying offices.

If you have any questions regarding this letter, please contact Ms. Crystal Jackson, Supervisory Auditor, at (701)
555-1111.

Sincerely,

Signature
FAO Manager, DCAA
Any FAO

Enclosure
Criteria for Direct Submission and Rescission of Direct Submission

1.  

Copy Furnished:
Cognizant ACO
MPO Point of Contact

2.  

Criteria for Direct Submission of Interim Vouchers to DFAS Paying Offices
1. An acceptable accounting system is maintained for government contract costing. For billing purposes, the
billed costs must be reconcilable to the cost accounting records.

1.  

2. Billing rates are established in accordance with FAR 42.704. FAR 42.704(b) requires the contracting
officer or auditor to establish billing rates based on information resulting from recent reviews, previous
audits or experience, or similar reliable data or experience of other contracting activities.

2.  

3. Allowable cumulative costs by contract are maintained to support the preparation of interim and final
vouchers. Cumulative allowable costs must be maintained for the preparation of Standard Form 1035, Public
Voucher Continuation Sheet. Cumulative costs are necessary to assure that the cumulative amount billed
does not exceed the total estimated ceiling costs on the contract and/or the current contract maximum
funding levels.

3.  

4. Billing rates are adjusted to reflect actual year-end allowable costs. At the end of your fiscal year, the
recorded allowable rates and billing rates should be compared to determine if the billing rates should be
adjusted. If there is a significant difference between billing and actual rates, adjust billings as soon as
possible to reflect either the additional amount due you, if the billing rates are lower than actuals; otherwise

4.  
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credit the government for the difference if the actual rates are lower than the billing rates.

5. Contracts are briefed to assure that billings accurately reflect special cost limitations contained in
contracts. Each contract should be reviewed to determine the specific billing requirements and limitations
contained in the contract.

5.  

6. Fiscal year end incurred cost proposals are submitted in accordance with FAR 52.2167, Allowable Cost
and Payment clause contained in your cost type contracts. Cost data contained in incurred cost proposals is
used to verify the validity of billing rates and the computation of billable indirect costs on interim vouchers.
Risk associated with overbilled costs is increased when incurred cost proposals have not been received in a
timely manner.

6.  

Rescission of Authority to Direct Bill

DCAA may rescind the authorization to direct bill when:

(1) A DCAA audit report is issued to the contracting officer citing significant internal control deficiencies;1.  

(2) DCAA prepares for issuance a DCAA Form 1 or NASA Form 456, Notice of Contract Costs Suspended
and/or Disapproved;

2.  

(3) The contractor fails to apply approved billing system procedures in preparing vouchers for direct billing;
or

3.  

(4) The contractor fails to submit fiscal year end incurred cost proposals in accordance with FAR 52.216-7,
Allowable Cost and Payment contract clause, or a previously agreed to plan to get current.

4.  

Proforma Letter Rescinding Authorization to Direct Bill

Mr. Mike Jones, President
ABC Arsenal
123 Any Street
Any City, USA 12345

Dear Mr. Jones:

As discussed with Ms. Crystal Jackson of our office on ___________, your authorization to submit interim
vouchers directly to government paying has been rescinded. [Describe the condition(s) that has resulted in the
rescission of the contractor's authority to direct bill.]

[Describe the actions the contractor must take to be reinstated in the direct submission program.]

When you have completed the above actions, please notify us and we will review the actions. If the actions correct
the above noted deficiencies, we will reinstate your authorization to submit vouchers directly to government paying
offices.

A copy of this letter is being sent to your cognizant Administrative Contracting Officer (ACO) and Maryland
Procurement Office point of contact for notification that your company is no longer authorized to submit vouchers
directly to government paying offices. We are also notifying the DFAS and NASA paying offices that your
company is no longer authorized to submit vouchers directly to government paying offices.

If you have any questions regarding this letter, please contact Ms. Crystal Jackson, Supervisory Auditor, at (701)
555-1111.

Sincerely,

Signature
FAO Manager, DCAA
Any FAO
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Copy Furnished:
Cognizant ACO
MPO Point of Contact
DFAS/NASA Paying Office

1.  

Proforma Memorandum to DFAS, NASA, and/or MPO Point of Contact Rescinding Authorization to Direct
Bill

Memorandum For: Defense Finance and Accounting Service (DFAS),
National Aeronautics and Space Administration (NASA)
And Maryland Procurement Office Paying Offices

Attention: Point(s) Of Contact, Code XXXX

Subject: Rescinding ABC Arsenal's Authorization to Directly Submit Vouchers

This is to notify DFAS/NASA/MPO that ABC Arsenal, Cage Code______, is no longer authorized to submit
vouchers directly to DFAS, NASA or MPO for payment. Therefore, the DCAA authorization memorandum is
rescinded as of the date of this memorandum.

Signature
FAO Manager, DCAA
Any FAO

DCAAF2000

DCAAF 2000, Suspected Irregularity Referral Form

April 1998

DCAA Case No.: ________

Suspected Irregularity Referral Form

Follow enclosed guidance and DCAA Instruction 7640.16 when providing the following information:

1. Name, FAO, RORG number, telephone and FAX numbers, and e-mail address of the auditor preparing the
referral.

1.  

2. Contractor's name, division, and address. Identify if the contractor is a small/disadvantaged (8a) firm.2.  

3. Government entities (e.g. Navy, DOE, HHS, etc.) affected by irregularity. If possible, identify contract(s),
types, amounts, and major program(s) affected.

3.  

4. Classification of irregularity (See the enclosed instructions)4.  

5. Prepare, on a separate page, a concise description of the irregularity. Include the following criteria: who,
what, where, when, how, how much. If possible, identify regulatory provisions and/or statutes violated.
Attach documentation (appropriately cross-referenced) as necessary.

5.  

6. Reason for treating this as other than normal questioned costs (e.g. if suspected fraud, where is the
material statement, which is false, and why do you think it is known by the maker to be false?)

6.  

7. Estimated loss or impact to the Government. Explain basis and any reasons for limited current visibility of
total losses.

7.  

8. Signature of Auditor and FAO Manager and date (must be signed and dated).8.  
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__________________________________________ ____________________
Auditor Date

__________________________________________ ____________________
Branch Manager/Resident Auditor Date

9. Distribution: Headquarters OAL, ACO/PCO, and Cognizant Investigator1.  

(See Appendix 1 of DCAAI 7640.16). Identify all addressees.

Instructions For Preparation of Form 2000

General:

Information which suggests a reasonable basis for suspicion of fraud, corruption, or unlawful activity affecting
Government contracts must be reported promptly. For reporting purposes, fraud is defined as: a material
statement of fact which is false, and known to be false. Other reportable irregularities include Kickbacks,
Gratuities, Illegal Political Contributions, Foreign Corrupt Practices Act violations, and Agreements in Restraint of
Trade. Activities not reportable on the Form 2000 include matters such as (1) those already known by the
Government, (2) Voluntary Disclosures, and (3) unsatisfactory conditions (CAM 4-800).

An effective referral requires close communication between auditors, supervisors and FAO Managers. It is
suggested that you also coordinate with your Regional Investigative Support Division (RSI) if there are any
questions about whether or not to refer the matter, keeping in mind the need for promptness. Follow instructions in
CAM 4-700 and DCAAI 7640.16 in preparing the Form. Use continuation pages as necessary, especially for
question 5, keeping in mind the need for conciseness. Signature by the FAO Manager denotes that appropriate
review was accomplished and he or she agrees that the information presented raises a reasonable suspicion of fraud,
corruption, or other unlawful activity.

Classification of Irregularity (Form 2000, Item 4):

To assist the investigator in evaluation of the material presented, indicate in item 4 which of the following
classifications best fits the matter being referred (more than 1 classification may apply):

1.
Defective Pricing
a. Pattern of Activity
b. Other (explain)

4.

Accounting Mischarging
a. FAR 31/CAS 405 Violations
b. Improper Transfers
c. Unallocable Costs
d. Other (explain)

7.

Materials
a. Product Substitution
b. MMAS
c. Other (explain)

2.

Billing Irregularities
a. Progress Payments
b. Public vouchers
c. Other (explain)

5.

False Claims/Certifications
a. Equitable Adjust. Claims
b. Termination Settlements
c. Indirect Cost Certification
d. Other (explain)

8.

Ethical Violations
a. Kickbacks
b. Gratuities
c. Political Contributions
d. Foreign Corrupt Practices Act
e. Bribery
f. Restraint of Trade
g. Other (explain)

3.

Labor Irregularities
a. Timekeeping
b. IR&D/B&P Mischarges
c. Other (explain)

6.
Consultants/Subcontractors
a. Consulting Irregularities
b. Subcontract Irregularities

9.

Other Irregular Activity
a. Conspiracy
b. Obstruction of Audit (see CAM
4-708)
c. Other (explain)
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ESVAP

Estimating System Vulnerability Assessment Procedure

Version 3.1
1 October 1997

Defense Contract Audit Agency
Estimating System Vulnerability Assessment Procedure (ESVAP)

This ESVAP (CAM 9-1109) is to be completed by an auditor(s) familiar with the contractor's estimating system.
Cross-referencing to audit files is not necessary, but a conclusion that an estimating system survey (ESS) is not
required must be documented.

The purpose of the ESVAP is to identify contractors requiring an ESS, to identify the specific areas of vulnerability
within their estimating systems, and when applicable, to document a Regional Audit Manager (RAM) waiver of a
team ESS.

The ESVAP is divided into two sections, part A covering general risk considerations and part B focusing on
specific cost areas. Completion of part A is mandatory at the time of requirements and program planning for all
contractors which in their preceding fiscal year received DoD prime contracts or subcontracts of at least $50
million dollars for which certified cost or pricing data was required except where an ESS or follow-up review is
currently scheduled or has been performed within the past two years. Based on the responses to part A, determine if
an ESS is required. If one is not required, part B is not to be completed and part A can be used to support a RAM
waiver of a team ESS. If an ESS is performed, part B may be completed, at the discretion of the auditor, during the
preliminary audit phase to assist in defining audit scope. Completion of the entire ESVAP is discretionary for all
other contractors, but should be considered if there are indicators of significant estimating system problems (e.g.,
recent estimating system deficiency flash reports).

The requirement for a team ESS (CAM 9-1108) may be waived or modified by the written approval of the RAM
after coordination with the ACO. The decision not to perform a team ESS should be supported by past experience,
a current vulnerability assessment documenting low risk, and evidence of ACO coordination. Indicators of low risk
include: (i) no significant contractor reorganization has occurred which could impact its estimating or accounting
functions; (ii) the contractor has not adopted major/widespread changes in its estimating methods or procedures;
(iii) the contractor has carried out and submitted to the government periodic self assessments of its estimating
practices and procedures using the Contractor Risk Assessment Guide (CRAG) which substantiate the reliability of
its system; and (iv) there is no other evidence indicating the contractor's estimating system contains a major
deficiency (CAM 9-1108.2b).

Following is a group of questions requiring responses of either "yes," "no," "don't know" (dk) or "not applicable"
(n/a); and a group of statements requiring responses of either "true" (T), "false" (F), "don't know" (dk) or "not
applicable" (n/a). Responses of "no," "false" or "don't know" are indicators of risk.

The questions and statements are grouped by the different review areas contained in the audit program for
estimating systems. Based upon the responses determine whether an ESS is required. If an ESS is performed, all
"no," "false" and "don't know" responses should be addressed. Decisions on whether or not to perform a team ESS
must be coordinated with the ACO.

Part A

Preliminary Audit Effort (Audit Program Section III)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/088/0048Z088DOC.HTM (11 of 56) [11/19/1999 3:37:14 PM]



1. a. Has an initial ESS been performed? yes no dk n/a

  b.

If yes, has a team ESS been performed within
the past two years?

(For contractors which had at least $50 million in
DoD sales in their prior fiscal year a "no"
response to either question would normally
indicate the need to plan a team ESS unless a
RAM waiver is appropriate.
See CAM 9-1108.2b.)

yes no dk n/a

2.  

Have all major/significant findings from prior
ESS and/or flash deficiency reports been
resolved or is the contractor actively/positively
working toward resolution? yes no dk n/a

3.  

During the past year or since the last ESS there
were no significant defective pricing findings or
audit leads indicating potentially
significant defective pricing problems. T F dk n/a

Organization and Assignment of Responsibilities (Audit Program Section IV.A)

4.  

During the past year or since the last ESS, the
contractor has not made significant
reorganizations impacting its estimating
function. T F dk n/a

Policies and Procedures (Audit Program Section IV.B)

5.

Does the contractor have written policies and
procedures which provide a current and
complete source of guidance covering all
aspects of proposal preparation? yes no dk n/a

Internal Controls and Managerial Reviews (Audit Program Section IV.C)

6.  

Does the contractor have an effective internal
audit function or other means of oversight/quality
control and does this function periodically review
the internal control system for the proposal
preparation process? yes no dk n/a

7.  

During the past year or since the last ESS, the
contractor was not cited for any suspected
irregular conduct which might indicate major
internal control weaknesses in the estimating
system. T F dk n/a

Cost Accounting System (Audit Program Section IV.D)
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8.  
Does the contractor's accounting system provide
actual cost data on a timely basis? yes no dk n/a

9.  
Are labor hours and all costs incurred recorded
in sufficient detail to provide for comparison
with estimates? yes no dk n/a

10.  
Does the contractor's accounting system identify
major nonrecurring costs? yes no dk n/a

11.  

Have all CAS violations or accounting system
deficiencies materially impacting the estimating
system been resolved or is the contractor
actively/positively working toward resolution? yes no dk n/a

Budgets and Forecasts (Audit Program Section IV.E)

12.  
Are budgets and forecasted rates prepared for
all fiscal periods of performance proposed in
forward pricing proposals? yes no dk n/a

13.  
Does the contractor compare actual costs to
budgets and analyze variances? yes no dk n/a

14.  

Are preestablished rates periodically monitored
by the contractor or DCAA to determine their
continued applicability considering current
conditions? yes no dk n/a

15.  
The contractor does not incur frequent cost
overruns. T F dk n/a

16.  
Actual costs on contracts are not significantly
lower than costs negotiated. T F dk n/a

Cost Estimate Development (Audit Program Section IV.F)

17.  

Do the contractor's estimators have knowledge
of the company's disclosure statement,
estimating policies and procedures, and
pertinent government regulations? yes no dk n/a

18.  
Is prior history made known to and used by
estimators when preparing current estimates? yes no dk n/a

19.  
Are the contractor's estimating techniques
consistent for similar type proposals? yes no dk n/a

20.  
Does the contractor have a formal training
program for estimators? yes no dk n/a

21.  
The contractor rarely needs to revise its cost
estimates due to its own errors. T F dk n/a

Proposal Format and Support (Audit Program Section IV.G)
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22.  
Does the contractor submit proposals in
accordance with the instructions to the Standard
Form 1411? yes no dk n/a

23.  
Does the contractor submit data in support of
cost estimates on a timely basis? yes no dk n/a

24.  
Does the contractor adequately support all
significant cost elements, loading factors and
production allowances proposed? yes no dk n/a

25.  

During the past year or since the last ESS, there
were no instances where a major proposal was
returned to the contractor because it was
inadequate due to factors caused by the
contractor and not due to the unique nature of
the procurement. T F dk n/a

26.  

During the past year or since the last ESS, there
have been no unresolved access to records
problems impacting the auditor's ability to
review the estimating system or price proposals. T F dk n/a

27.  

During the past year, or since the last ESS, there
has been no evidence that additional data that
may require revisions to proposals during the
negotiation process have not been presented to
the government on a timely basis, or that a
potentially untimely "sweeps" process as
discussed in CAM 14-120.4 has taken place. T F dk n/a

Part A Summary/Conclusions

If all responses above are positive ("yes" or "true"), the contractor is maintaining an effective estimating system. If
any responses are negative ("no," "false" or "don't know"), judgmentally determine if individually or in the
aggregate they indicate potentially significant estimating system problems and the need to perform an ESS. If an
ESS is needed, determine whether a team review or a comprehensive review is appropriate. (See CAM 9-1103b,
9-1107, 9-1108.2 and 9-1109.) Audit scope should be based on the results of this ESVAP, related reviews, the
auditor's knowledge of potential estimating system deficiencies, and the preliminary audit steps of the audit
program for estimating system surveys. Review areas determined to have little or no risk need not be reviewed so
long as this determination is adequately documented.

Part B

Completion of part B of the ESVAP is discretionary for all contractors. However, completion of this section during
the preliminary audit effort of an ESS can be useful in defining the scope of audit. Responses of "no", "F" and "dk",
are indicators of risk.

Direct Materials and Subcontracts (Audit Program Section IV.H)

1.  
Are proposed costs for individual material items
and subcontracts reasonably accurate when
compared to the actual costs ultimately incurred? yes no dk n/a
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2.  
Does the contractor adequately support raw
material, attrition, scrap, spoilage and other
production allowances? yes no dk n/a

3.  

Does the contractor perform adequate reviews of
proposed subcontracts, (including quotes or
proposed effort by an affiliated division,
company or corporation), prior to or during
negotiations? yes no dk n/a

4.  
Do the contractor's make-or-buy policies allow
production effort to be subcontracted if
subcontracting is more cost effective? yes no dk n/a

5.  
Are proposed material prices based on all
known material quantity requirements that
might be ordered at the same time? yes no dk n/a

6.  
Do the contractor's proposals reflect anticipated
vendor discounts, rebates and other credits,
based on historical experience? yes no dk n/a

7.  
Does the contractor consider residual
inventories when proposing materials? yes no dk n/a

8.  
Does the contractor avoid applying escalation
to firm vendor quotes? yes no dk n/a

9.  

Where materials are a significant portion of a
proposal, does the contractor provide a bill of
materials or other consolidated listing of the
individual material items and quantities being
proposed? yes no dk n/a

10.  

Does the contractor normally disclose the basis
for pricing a bill of materials (vendor quotes,
invoice prices, stock records, purchase orders,
catalogs, etc.)? yes no dk n/a

11.  
Does the contractor list the parts, components,
assemblies or services that will be subcontracted
when significant amounts are involved? yes no dk n/a

12.  
Does the contractor adequately justify the use
of sole source subcontractors or the elimination
of potential subcontractors? yes no dk n/a

13.  
Are direct material estimates based on, or do
they make use of available historical information? yes no dk n/a

Direct Labor (Audit Program Section IV.I)

14.  
Are direct labor estimates based on, or do they
make use of available historical information? yes no dk n/a
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15.  
Does the contractor avoid estimating, on a
recurring basis, significant direct labor hours
based on unsupported approximations? yes no dk n/a

16.  

Do labor estimates contain sufficient detail
identifying labor categories by month, quarter
or year along with related hours, rates and other
applied factors? yes no dk n/a

17.  

Are preestablished labor rates periodically
monitored by the contractor or DCAA to
determine their continued applicability
considering current conditions? yes no dk n/a

18.  
Are estimated labor rates reasonably accurate
when compared to the actual labor rates
ultimately incurred? yes no dk n/a

19.  
There are no significant labor charging problems
such as with uncompensated overtime. T F dk n/a

Other Direct Costs (Audit Program Section IV.J)

20.  
Does the contractor disclose the basis for pricing
other direct costs in proposals? yes no dk n/a

21.  
Does the contractor's accounting system record
and identify costs for all "other direct cost"
items included in proposals? yes no dk n/a

Indirect Costs (Audit Program Section IV.K)

22.  

Are summary sheets reflecting the dollars, hours
and types of expenses supporting the indirect
rates provided in the forward pricing rate
proposal submissions? yes no dk n/a

23.  
Are items or cost elements not applicable,
allocable or allowable excluded from the indirect
rates bid on proposals? yes no dk n/a

24.  

Are preestablished rates periodically monitored
by the contractor or DCAA to determine their
continued applicability considering current
conditions? yes no dk n/a

25.  
Are estimated indirect rates reasonably accurate
when compared to the actual rates ultimately
incurred? yes no dk n/a

26.  
Is detailed, valid and current support provided
for all significant estimates and assumptions? yes no dk n/a

Facilities Capital Cost of Money (Audit Program Section IV.L)
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27.  
Is the data required by form CASB-CMF
submitted when facilities capital cost of money
is proposed? yes no dk n/a

Special Tooling/Test Equipment (Audit Program Section IV.M)

28.  
Does the contractor identify government-
furnished tooling in proposals? yes no dk n/a

29.  
When special tooling or test equipment is
proposed, is it justified and does it meet the
FAR definition? yes no dk n/a

FAR-COST

FAR-Cost Principle Assessment

Version 2.3
4 January 1999

Defense Contract Audit Agency
FAR Cost Principle Assessment

Directions: This FAR Part 31 cost principle assessment should be completed based on your knowledge of the
contractor's practices and procedures (i) as documented in previous working paper files, (ii) as a result of inquiry of
appropriate contractor management, supervisory, and staff personnel; or (iii) as a result of observing contractor
operations.

The questions are designed so that a YES answer will generally require follow up. The questions relate to sensitive
cost issues and do not replace the requirement that the auditor have detailed knowledge of the cost principles and
perform required audit procedures needed to determine compliance with all significant costs being audited at the
contractor.

Those CAS standards that relate to the FAR cost principles are noted in parenthesis ( ). If the contractor is CAS
covered, the responses to these risk assessment questions should consider the results of your CAS compliance
testing.

Ask the contractor to explain their policies and procedures for identifying and segregating unallowable costs and
directly associated costs (31.201-6 Accounting for Unallowable Costs). Document this discussion.

Working Paper Reference.
_____________

Yes/No Follow-Up
Assn W/P Ref

31.201-3 Reasonableness

- Have any costs been accrued which have not been paid?1.  

31.201-4 Allocability

- Are contracts performed at customer owned off-site
locations. If so, determine whether separate off-site

1.  
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indirect expense pools applicable to the off-site locations
are maintained?

- Does the company charge service center costs, such as
computer and word processing, direct to cost objectives
with the variance going to overhead? If the variance is
significant, determine whether a change in allocation rates
is required. If the costs are charged indirect, determine
whether the allocations are equitable.

2.  

- Does the company fail to allocate indirect expenses to
subcontract personnel engaged to work in-house?

3.  

31.201-5 Credits

- Does the company show miscellaneous income other
than as a reduction to expenses, (e.g., rental income,
xerox income, and vending machine income)?

1.  

31.203 Indirect Costs

- Did the company exclude unallowable costs from the
allocation bases?

1.  

31.205-1 Public Relations And Advertising Costs

- Did the company advertise in newspapers, magazines, on
radio, etc. for other than help wanted?

1.  

- Is the company involved in trade shows, exhibit booths,
etc. relative to the products and/or services the company
offers?

2.  

31.205-2 Reserved

31.205-3 Bad Debts

- Is any person involved with the collection of bad debts
so that the majority of their time relates to this function?
If so, who?

1.  

31.205-4 Bonding Costs

- Is the company required to be bonded?1.  

31.205-5 Civil Defense Costs Reserved

- Does the company make contributions to local civil
defense funds and projects?

1.  

31.205-6 Compensation For Personal Services

- Did the company fail to apply the limitation on allowable
individual compensation costs? (Applies to DoD
contracts after 4/15/95 and all contracts after 9/30/96.)

1.  

- Was any compensation for employees of the company
not paid in full?

2.  

- Were any payments made for back pay which did not
represent additional compensation for work performed ?

3.  

- Are bonuses paid other than pursuant to a formal4.  
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agreement between the company and the employees?

- Is any compensation calculated, or valued, based on
changes in the price of corporate securities, such as
including stock bonus, stock options, stock appreciation
rights, phantom stock, or junior stock conversions?

5.  

- Does the company have a leveraged Employee Stock
Ownership Plan (ESOP)?

6.  

- Did the company terminate any pension, profit sharing,
or bonus plans?

7.  

- Did the company fail to fund profit sharing, bonus, or
retirement plans?

8.  

- If funded, were these plans funded less often than on a
quarterly basis?

9.  

- Does the leave policy allow employees to carry over
hours to a future year(s), e.g., banked vacation?

10.  

- Did the company make severance payments?11.  

31.205-7 Contingencies

- Does the company include costs of contingencies in
historical costing?

1.  

31.205-8 Contributions Or Donations

- Has the company claimed contributions or donations?1.  

31.205-9 Reserved

31.205-10 Cost Of Money (414/417)(CAS 414/417)
(also see 31.205-52)

- Is the company proposing Facilities Capital Cost of Money?

31.205-11 Depreciation (404/409)(see also(CAS 404/409)
(also see 31.205-16 and 31.205-52)

- Does the company use different depreciation methods
for income tax and/or financial accounting purposes?

1.  

- Does the company use different depreciation methods
for government and non government work?

2.  

- Are automobiles the company maintains more than the
midsize variety? (31.201-3 Reasonableness)

3.  

- Does the company allow personal use of company
vehicles (31.205-6(m)(2)) or other company assets?
(31.201-4 Allocability)

4.  

31.205-12 Economic Planning Costs (See also(also see 31.205-27)

- Did the company incur any economic planning costs?1.  

31.205-13 Employee Morale, Health, Welfare, Food Service, And
Dormitory Costs And Credits

- Do the company's policies and procedures fail to clearly1.  
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distinguish the difference between employee
morale and welfare costs from gifts, recreation and
entertainment costs?

- Does the company give awards and gifts for other than
compensation or recognition of employee achievements
pursuant to an established plan or policy?

2.  

- Did the company claim any recreation costs?3.  

- Is a cafeteria maintained for employees? If yes,
determine whether it operates at a profit or a loss.

4.  

31.205-14 Entertainment Costs

- Do vouchers for luncheons and trips fail to list the
purpose for which the expense was incurred?

1.  

- Does the company provide memberships in social, dining
or country clubs to its employees for personal or
business related purposes?

2.  

- Does the company have parties, recreational trips,
shows, picnics, or other such recreational or
entertainment events?

3.  

31.205-15 Fines, Penalties And Mischarging Costs

- Was the company fined or penalized during the year
(e.g., were any tax returns filed late)?

1.  

31.205-16 Gains And Losses On Disposition Or Impairment Of
Depreciable Property Or Other Capital Assets
(See also(Also see 31.205-11)

- Were any assets disposed of during the year?1.  

- Were any assets written down as a result of impairments
caused by events or changes in circumstances
(e.g., environmental damage, idle facilities due to a
declining business, etc.)?

2.  

31.206-17 Idle Facilities Idle Capacity Costs

- Have there been any reductions in force or sales which
resulted in unoccupied space?

1.  

- Does the company have any idle facilities or capacity?2.  

31.205-18 Ind Research Dev/Bid Proposal Costs (420)IR&D and
B&P Costs (CAS 420)

- Did the company incur any IR&D and B&P costs?
(When auditing these costs determine if the company is
subject to the entire provisions of CAS 420 or if they
are only subject to the provisions of CAS 420 except
420.50(e)(2) and (f)(2).)

1.  

31.205-19 Insurance And Indemnification (CAS 416)

- Does key man life insurance exist?1.  

- Are there any instances where insurance coverage is in2.  
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excess of the acquisition cost of insured assets?

- If the company has business interruption or similar
insurance, does it include coverage of profit?

3.  

- Does the company have professional liability insurance?4.  

- Did the company terminate any insurance plans?5.  

- Is the company self-insured?6.  

31.205- 20 Interest And Other Financial Costs

- Has the company claimed interest expense or other
financial costs?

1.  

31.205-22 Lobbying And Political Activity Costs

- Does the company have any lobbying effort?1.  

- Does the company maintain an office in the Washington,
DC area that engages in lobbying activities?

2.  

31.205-26 Material Costs

- Does the company issue material from stores?1.  

- If the company has flexibly priced government contracts,
does it fail to physically segregate the material
inventories for each contract?

2.  

31.205-27 Organization Costs

- Has the company reorganized, established a new division,
or merged with another company?

1.  

- Has the company planned such activities?2.  

31.205-28 Other Business Expenses

- Does the company issue or transfer securities, hold
stockholders meetings, and so forth?

1.  

31.205-29 Plant Protection Costs (generally allowable)

31.205-30 Patent Costs

- Are patent costs charged direct against contracts? If yes,
determine whether the patent is required by the contract.

1.  

31.205-31 Plant Reconversion Costs

- Has the company incurred re-conversion costs?1.  

31.205-32 Precontract Costs

- Does the company ever start working on a contract prior
to its effective date? If yes, determine that approval was
obtained from the contracting officer.

1.  

31.205-33 Professional And Consultant Service Costs

- Does the company fail to maintain supporting evidence
of the nature and scope for professional and consulting
services rendered?

1.  
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- Did the company incur retainer fees?2.  

31.205-34 Recruitment Costs

- Were any new people hired who left the company within
12 months of starting?

1.  

- Did the company have any help-wanted advertising costs?2.  

31.205-35 Relocation Costs

- Did any existing or new employees leave the company
within 12 months of relocation?

1.  

- Does the company reimburse employees closing costs or
continuing costs of ownership over 14% of the sale price
of the old house?

2.  

- Does the company reimburse employees costs incidental
to acquiring a home in a new location over 5% of the
purchased price of the new house?

3.  

- Does the relocation policy allow for payment of income
taxes?

4.  

- Does the company allow more than 30 days of TDY
for relocation?

5.  

- Does the company's travel and relocation policy allow
newly transferred employees to leave the company
before 12 months and not have to reimburse the
company for the relocation expenses?

6.  

31.205- 36 Rental Costs

- Did the company enter into any new leases or
renegotiate any existing leases during the year?

1.  

- Did the company fail to use FASB No. 13 to determine
if the lease was a capital lease?

2.  

- Are there any rental payments for property leased from
an owner, stockholder or an affiliate of the contractor?

3.  

31.205-37 Royalties And Other Costs For Use Of Patents

- Did the company incur any royalties or other costs
relating to patents?

1.  

31.205-38 Selling Costs

- If the company has selling costs, were salesmen's or
agent's compensation, fees, commissions, retainer or
brokerage fees paid to other than bona fide employees
or established commercial or selling agencies maintained
by the company for the purpose of securing business?

1.  

- Did the contractor segment incur more than $2,500,000
in foreign selling costs? (This threshold and the ceiling
limitation were removed effective 16 May 1997.)

2.  

31.205-39 Service And Warranty Costs
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- If the company incurred service and warranty costs,
were any such services or warranties not required by
a contract?

1.  

31.205-40 Special Tooling And Special Test Equipment

- Does the company lack policies and procedures to
differentiate between the costs of general purpose test
equipment and special tooling and special test equipment?

1.  

31.205-41 Taxes

- Have more taxes (state income taxes mainly) been
accrued than paid?

1.  

31.205-42 Termination Costs

- If any contracts were terminated during the year, were
any indirect costs charged direct as part of the
termination?

1.  

31.205-43 Trade, Business, Tech. Prof. Costs

- Does the company belong to any professional
association?

1.  

- Are suggested voluntary contributions included in the
billings for membership in professional organizations?

2.  

- Does the company fail to maintain a listing of technical
information discussed at meetings?

3.  

- Are any management meetings held at sites other than
the main offices?

4.  

- Did the company pay any costs for guests?5.  

31.205-44 Training Educational Costs

- Were any grants, scholarships, fellowships, etc.
provided to anyone?

1.  

- Did the company provide training and education to
people other than employees?

2.  

31.205-46 Travel Costs

- Does company policy fail to require travel via
"promotional" fares (reduced rates) wherever possible?

1.  

- Do total per diem rates paid exceed JTR/FAR
limitations?

2.  

- Were any rebates, credits, discounts given to the
company by airlines, car rental firms, motels, etc.
based on such things as volume?

3.  

31.205-47 Cost Of Legal And Other Proceedings

- Has the company incurred costs in connection with any
litigation brought by the government?

1.  

- Has the company incurred costs in connection with any
proceeding brought by a third party on behalf of the

2.  
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government, i.e., qui tam suits?

- Has the company incurred costs to defend against
stockholder suits?

3.  

- Did the company require legal services for organizing,
reorganizing, antitrust suits, claims against the
Government or bad debts?

4.  

- Has the contractor received direct reimbursement of bid
protest costs? If so, has the contractor made the
appropriate credit to its incurred cost submission?

5.  

- Did the company incur bid protest costs or costs of
defending against protests?

6.  

31.205-48 Deferred Research And Development Costs

- Does the company have any R&D costs incurred prior
to the start of a contract or grant?

1.  

31.205-49 Goodwill

- Does the company have any costs for amortization,
expensing, write-off or write-down of goodwill?

1.  

- Has the company included the cost of money resulting
from including goodwill in the facilities capital
employed base?

2.  

31.205-50 Reserved

31.205-51 Costs Of Alcoholic Beverages

- Does the company fail to identify and exclude the costs
of alcoholic beverages from its claimed costs?

1.  

31.205-52, Asset Valuations Resulting From Business Combinations

- Does the contractor claim any cost resulting from
stepped-up asset values?

1.  

31.201-3 Reasonableness

- Have any costs been accrued which have not been paid?1.  

31.201-4 Allocability

- Are contracts performed at customer owned off-site
locations. If so, determine whether separate off-site
indirect expense pools applicable to the off-site
locations are maintained?

1.  

- Does the company charge service center costs, such as
computer and word processing, direct to cost objectives
with the variance going to overhead? If the variance is
significant, determine whether a change in allocation
rates is required. If the costs are charged indirect,
determine whether the allocations are equitable.

2.  

- Does the company fail to allocate indirect expenses to
subcontract personnel engaged to work in-house?

3.  
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31.201-5 Credits

- Does the company show miscellaneous income other
than as a reduction to expenses, (e.g., rental income,
xerox income, and vending machine income)?

1.  

31.203 Indirect Costs

- Did the company exclude unallowable costs from the
allocation bases? have asset write-ups or write-downs
following a business combination?

1.  

ICAPS

Internal Control Assessment Planning Summary (ICAPS) Sheets for
Accounting, Billing, Planning & Budgeting, Compensation, Estimating,
General EDP Controls, Indirect/Other Direct Costs, Labor, Material (2

pages), and Purchasing

Version 2.1
2 January 1997

Defense Contract Audit Agency
Internal Control Audit Planning Summary (ICAPS)

This file includes the Internal Control Audit Planning Summary (ICAPS) sheets which were initially distributed in
MRD 94-PFD-088. They became effective for the FY 1995 requirements planning process. (The Internal Control
Questionnaire (LONGICQ) and Vulnerability Assessment Procedure (LONGVAP) will no longer be prepared for
major contractors.)

Internal Control
Audit Planning
Summary For:

Related Audit
Program/Matrix

Accounting

Billing

Planning and Budgeting

Compensation

Estimating

General EDP Controls

Indirect/Other Direct Costs

Labor

Material

APACTG/ICM-ACTG

APBILL/ICM-BILL

APBUDGET/ICM-BDGT

APCOMP/ICM-COMP

APESTG/ICM-ESTG

APEDPG/ICM-EDPG

APINDR/ICM-INDR

APLABOR/ICM-LABR

APMMAS/ICM-MMAS
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Purchasing APPURC/ICM-APURC

Defense Contract Audit Agency

Internal Control Audit Planning Summary
for the Environment and Overall Accounting Controls of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  

Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________

2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date

Control Objectives
1. Integrity/Ethical Values
2. Board of Directors
3. Basic Structural Organiz.
4. Authority/Responsibility
5. Financial Capability
6. Accounting System
7. Cost Allocations

1.  

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
__________________________________________________
____________________________________________________________________________

III. Overall System1.  

Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___

IV. Impact on the Scope of Other Audits1.  

Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)
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Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: Accounting and
Management Systems: _______

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

Defense Contract Audit Agency

Internal Control Audit Planning Summary
for the Billing System of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  

Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________

2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date

Control Objectives
1. Management Reviews
2. Policies & Procedures
3. Implementation

1.  

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
__________________________________________________
___________________________________________________________________________

III. Overall System1.  

Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___

IV. Impact on the Scope of Other Audits1.  
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Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)

Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: _____________________

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

Defense Contract Audit Agency

Internal Control Audit Planning Summary
for the Planning and Budgeting System Of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  

Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________

2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date

Control Objectives
1. Functional Organization
2. Strategic/L-R Planning
3. Preparation of Budgets
4. Performance Monitoring
5. Budget Revisions

1.  

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
___________________________________________________
_____________________________________________________________________________

III. Overall System1.  
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Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___

IV. Impact on the Scope of Other Audits1.  

Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)

Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: _____________________

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

Defense Contract Audit Agency

Internal Control Audit Planning Summary
for the Compensation System of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  

Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________

2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date

Control Objectives
1. Management Reviews
2. Organization
3. Policies & Procedures
4. Training

1.  

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
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__________________________________________________
____________________________________________________________________________

III. Overall System1.  

Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___

IV. Impact on the Scope of Other Audits1.  

Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)

Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: _____________________

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

Defense Contract Audit Agency

Internal Control Audit Planning Summary
for the Estimating System of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  

Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________

2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date

Control Objectives
1. Management Reviews
2. Assign Responsibilities
3. Training

1.  
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4. Cost Estimate Development
5. Contract Certification

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
__________________________________________________
____________________________________________________________________________

III. Overall System1.  

Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___

IV. Impact on the Scope of Other Audits1.  

Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)

Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: _____________________

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

Defense Contract Audit Agency

Internal Control Audit Planning Summary
for the General EDP Controls System of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  

Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________

2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date
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Control Objectives
1. Management Reviews
2. Organization
3. Software
4. Computer Operations
5. Security
6. Contingency Plans

1.  

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
___________________________________________________
____________________________________________________________________________

III. Overall System1.  

Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___

IV. Impact on the Scope of Other Audits1.  

Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)

Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: _____________________

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

Defense Contract Audit Agency

Internal Control Audit Planning Summary
for the Indirect & ODC System of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  

Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________
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2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date

Control Objectives
1. Compliance Reviews
2. Training
3. Claim Preparation
4. Identification of Unallowables
5. Allocations

1.  

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
___________________________________________________
_____________________________________________________________________________

III. Overall System1.  

Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___

IV. Impact on the Scope of Other Audits1.  

Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)

Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: _____________________

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

Defense Contract Audit Agency

Internal Control Audit Planning Summary
for the Labor Accounting System of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  
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Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________

2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date

Control Objectives
1. Management Reviews
2. Employee Awareness Trng.
3. Authorizations/Approvals
4. Timekeeping
5. Labor Distribution
6. Labor Cost Accounting
7. Payroll Preparation/Pymt.
8. Transfers/Adjustments

1.  

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
___________________________________________________
____________________________________________________________________________

III. Overall System1.  

Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___

IV. Impact on the Scope of Other Audits1.  

Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)

Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: _____________________

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

Defense Contract Audit Agency
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Internal Control Audit Planning Summary
for the Material Accounting System of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  

Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________

2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date

Control Objectives
1. System Description
2. Material Requirements
3. System Monitoring
4. Audit Trail
5. Physical Inventories
6. Material Transfers
7. Material Costing
8. Inventory Allocations
9. Commingles Inventory
10. Internal Audits

1.  

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
___________________________________________________
_____________________________________________________________________________

III. Overall System1.  

Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___

IV. Impact on the Scope of Other Audits1.  

Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)
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Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: _____________________

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

Defense Contract Audit Agency

Internal Control Audit Planning Summary
for the Purchasing System of

_________________________________________________________________
(Contractor Name)

I. Materiality and Sensitivity
1. Materiality (For CFY Ending: ____)1.  

1.  

Total Dollars
Gov't Flexibly Priced Dollars
Gov't Fixed Priced Dollars

_System_
________
________
________

Contractor
_________
_________
_________

2. Sensitivity ________________________________________________________1.  

II. Control Risk Assessment2.  

Control Risk
(System: Adequate/Inadequate)

Low Mod High

Reference to
Support Assessment

Report No./Date

Control Objectives
1. Compliance Reviews
2. POs/Subcontract Clauses
3. Management of Purchasing
4. Selecting Sources
5. Pricing/Negotiation
6. Subcontract Award/Admin.

1.  

Include working paper references or explanation to support all risk assessments. Briefly explain the reported system
deficiencies which support all moderate or high control risk assessments (use continuation sheets as needed):
___________________________________________________
____________________________________________________________________________

III. Overall System1.  

Adequate ______ Inadequate:
Overall ____________
In Part ____________

___
___
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IV. Impact on the Scope of Other Audits1.  

Required
Substantive Testing

Minimum Increased N/A

Describe General Scope
of Required Substantive
Testing (use continuation

sheets as needed)

Audit Areas

Contract Pricing
Defective Pricing
Incurred Material Costs
Incurred Labor Costs
Incurred Indirect/ODC Costs
Contract Reporting
Billings
Closeouts
Other: _____________________

Initials/Date:
Auditor: _______________ Supervisor: ______________ FAO Manager: __________

ILLDELAY

Illustration of Effects of Substituted Work on Unabsorbed Overhead

Version 2.0
1 July 1997

Defense Contract Audit Agency
Delay/Disruption Proposal or Claim

Eichleay Formula

Illustration of Effects of Substituted Work on Unabsorbed Overhead

The following example illustrates that use of the basic Eichleay formula to compute unabsorbed overhead results in
over recovery of damages for unabsorbed overhead where the contractor has replaced some portion of the contract
delayed work either by intentional substitution or acceleration of other work. In addition to the type of over
recovery shown in the example, the Eichleay formula inevitably produces over recovery of another type, which is
evident when all (100%) of the delayed contract work is replaced. This happens because the contract billings
numerator, used in developing the contract allocation ratio in Step 1 of the Eichleay formula, never changes, in
spite of the degree of substitution. This numerator (contract billings) would have to decrease to zero for 100%
substitution to be adequately reflected in the Eichleay formula.

E-Z Money Corporation has only two contracts scheduled for 19X1, A and B (both fixed price contracts). Contract
A is supposed to run from 1 January 19X1 to 31 December 19X1. However, the government caused a delay of the
performance of work on Contract A. Thus Contract A does not start until 1 January 19X2 and is completed on 31
December 19X2. Contract A has an estimated contract price of and actual billings (revenues) of $1,500,000.
Contract B has estimated revenues of $1,500,000 and a projected/actual performance of 1 January 19X1 to 31
December 19X2. Fixed overhead is $100,000 per annum. E-Z money is able to replace 25% ($125,000/$500,000)
of Contract A work with the new Contract C in 19X1, bid, awarded and performed after the start of the delay.
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Contract C has an estimated contract price of and actual billings (revenues) of $375,000.

Planned/Estimated FY 19X1

Contract A Contract B

Direct Labor $500,000 $500,000

Fixed Overhead
$100,000 =10%
$1,000,000

$50,000 (10% x
$500,000)

$50,000 (10% x
$500,000)

Actual FY 19X1

Contract A Contract B Contract C

Direct Labor $0 $500,000 $125,000

Fixed Overhead
$100,000 =16%
$625,000

$0
$80,000
(16% x

$500,000)

$20,000 (16%
x $125,000)

The use of a direct labor base for the allocation of fixed overhead is for illustrative purposes only. Contractors
could also use total cost input or cost of sales, etc. depending on their accounting systems.

Contract C replaced 25% of the work planned for Contract A in FY 19X1 that resulted in substituting 40% of
($20,000/$50,000) the planned fixed overhead allocable to Contract A. The unabsorbed overhead that actually
occurred was $30,000 ($50,000 planned fixed overhead on Contract A -- $20,000 substituted fixed overhead =
$30,000 unabsorbed overhead).

Eichleay Formula

The example provided above, showed that unabsorbed overhead considering the substituted work was actually
$30,000. The following will show how the Eichleay formula will lead to over recovery, even if the substituted work
is included in the denominator of the formula allocation ratio. (Refer to Enclosure 4 for details of the Eichleay
formula):

Step 1. Fixed Overhead Allocable to Contract

$1,500,000/$3,375,000* = 44.4% x $200,000 = $88,800

*Contract A $1,500,000 + Contract B $1,500,0000 + Contract C $375,000 = $3,375,000

Step 2. Daily Contract Fixed Overhead Rate

$88,800/730 days = $121.64

Step 3. Unabsorbed Overhead

$121.64 x 365 days = $44,399

As concluded above, the actual amount of unabsorbed overhead considering substituted work should be $30,000.
However, the Eichleay formula computes unabsorbed overhead to be $44,399, an excess of $14,399 ($44,399 --
$30,000). The problem is that the formula only recognizes a portion of the substituted work, in this case,
approximately $5,601 [$20,000 (the amount of fixed overhead absorbed by the substituted work) less $14,399 (the
amount of substituted work overhead that was not recognized)]. The amount of unrecognized substituted work in
the Eichleay will vary, based on several factors such as the contract allocation ratio (Step 1 of the Eichleay
formula).
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The fact that the Eichleay formula does not adequately account for the effects of substituted work makes it
imperative that the auditor attempt to estimate the actual unabsorbed overhead through other audit techniques (see
steps in F.11). The auditor's estimate should be shown in detail in the audit report and contrasted with the results of
the Eichleay formula in order to highlight the difference.

This illustration is limited to showing how the Eichleay formula underestimates the impact of substituted work. In
most circumstances when work is shifted to a later period than planned, further analysis of the facts would be
necessary to consider whether (1) the contractor was operating at less than full capacity and the impact on the
planned overhead, (2) other planned work was turned away because there was insufficient capacity to perform the
delayed work, and (3) other work acquired during the delay period was priced using higher indirect rates because of
the delayed work. The impact of any of these circumstances would impact the amount of unabsorbed overhead.

NMLTR

Sample Letter for Requesting Contractor Submission of Incurred Cost
Proposal

Version 2.1
1 October 1997

Defense Contract Audit Agency
Sample Letter (NMLTR) for Requesting Contractor Submission of Incurred Cost Proposal

(Date)

Mr./Ms. (Name)
(Company Name)
(Street Address)
City, State Zip Code

Subject: Incurred Cost Proposal for Fiscal Years _________________ ____

Dear Mr./Ms. ________________________________:

This is a request that (Company Name) provide the Defense Contract Audit Agency with data to finalize (Company
Name) indirect cost rates for cost-type U.S. Government contracts for fiscal year(s 19__, 19__, and) 19__. FAR
52.216-7, "Allowable Cost and Payment," is included in (Company Name) cost-type contracts with the
Government. Paragraph (d) of that clause requires that (Company Name) will, within 90 days after the expiration of
each fiscal year, submit proposed final indirect cost rates and supporting cost data to the cognizant audit activity.
Since the proposal(s) has (have) not been provided for fiscal year(s 19__, 19__, and) 19__, (Company Name) is in
noncompliance with FAR 52.216-7.

Please provide the proposal(s) by _______. If the proposal(s) cannot be provided by that date, please provide the
reasons and the expected submission date. The proposal(s) should be submitted in the format contained in 5-701 of
DCAAP 7641.90, Information for Contractors, to expedite the audit review. (A copy of DCAAP 7641.90 will be
provided upon request.) The basic data contained in the example schedules in DCAAP 7641.90 is generally
required to begin and complete most audits in a timely manner. During the course of the audit, additional data to
support various elements of the proposal(s) may be requested.

Please include your company name and fiscal period on all schedules submitted. If the proposal(s) and other data
was (were) prepared using electronic media, the diskettes containing the proposal schedules should be included
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with the proposals or be made available to the auditor.

If you have any questions concerning the above requested data, please contact Mr./Ms. ______
__________________, Supervisory Auditor, or Mr./Ms. __________________, Auditor, at (xxx) xxx-xxxx or by
FAX at (xxx) xxx-xxxx.

Sincerely,

(Name)
Branch Manager

Copy furnished:
_______, ACO

NM-MAARS

Nonmajor Contractor MAARs Control Log and Initial Analysis of Contractor
Incurred Cost Proposal

Version 2.3
1 April 1998

Nonmajor Contractor MAARs Control Log and Guide for Determining Adequacy of Contractor
Incurred Cost Proposal

(This form should be completed separately for each fiscal year and maintained in the permanent file.)

A. General Information1.  

A-1. Defense Contract Audit Agency2.  

_____________ Region _________________________ Branch Office

A-2. Contractor1.  

Name/Segment _______________________ Contractor FY Ended _________

Contractor ADV (computed for use in
Requirements and Program Planning)

__ADV__

________

Assign.
W/P REF.

________

Auditor
Name/Date

_________.

B. MAARS1.  

B-1. Internal Control Update and Accomplishment of Time-Sensitive MAARs2.  

MAAR 1 -

MAAR 6 -

MAAR 13 -

Update Internal
Control Survey

Labor Floorchecks
or Interviews

Purchases Existence
and Consumption

Assignment No.

_____________

_____________

_____________

W/P
REF

____

____

____

Auditor
Name/Date

__________

__________

__________
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B-2. Accomplishment of Other MAARs (CAM 6-105)

The accomplishment of all other MAARs is documented in the standard nonmajor incurred cost audit
program.

1.  

1.  

C. Guide for Determining Incurred Cost Proposal Adequacy2.  

C-1. Summary Information

Date Proposal Received ______________ Date of Adequacy Review ___________.1.  

Name of Reviewer ___________________________________________________.2.  

3.  

Proposal: ________ Adequate _____ Inadequate

C-2. Example Schedules. The following example schedules present the information needed to audit a
contractor's proposal. If the contractor generates internal reports identifying the needed information, these
reports can be submitted in lieu of the example schedule.

A Summary of Proposed Indirect Rates1.  

B-1 Overhead Expenses (Final Indirect Cost Pool)2.  

B-2 General and Administrative (G&A) Expenses (Final Indirect Cost Pool)3.  

C Occupancy Expenses (Intermediate Indirect Cost Pool)4.  

D Facilities Capital Cost of Money Factors Computation (if applicable)5.  

E Reconciliation of Books of Account and Proposed Direct Costs6.  

F Contract Direct Costs Proposed and Not Proposed, IR&D/B&P Direct Costs Incurred (Overhead,
G&A and Cost of Money Applied at Proposed Rates)

7.  

F-1 Government Participation in Indirect Expense Pools8.  

F-2 Reconciliation of Proposed G&A Pool to G&A Proposed on Contracts9.  

G Schedule of Cumulative Direct and Indirect Costs Proposed and Billed10.  

H Computation of Allowable IR&D/B&P Costs11.  

I Summary of Hours and Amounts on T&M/Labor Hour Contracts12.  

J Reconciliation of Total Payroll to Total Labor Distributed13.  

K Listing of Decisions, Agreements, and Approvals and Description of Accounting and Organizational
Changes

14.  

L Final Indirect Costs Certification15.  

M Contract Closing Information for Contracts Completed in this Fiscal Year16.  

1.  

D. Audit Leads1.  

List any audit leads noted during the review of proposal adequacy:2.  

Audit Lead(s)

________________________________________________________

________________________________________________________

________________________________________________________

Reference

_________.

_________.

_________.

E. Correspondence1.  

The contractor should be notified in writing of the need for additional information with a copy to the ACO. If
the needed information is not provided in a timely manner, the FAO should request ACO assistance.

2.  

[Attach any correspondence with the contractor regarding requests for the incurred cost proposal and3.  
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requests for additional information if the proposal is not complete]

Date of
Request

_______

_______

_______

_______

Information Requested

______________________________________

______________________________________

______________________________________

______________________________________

Date Info.
Received.

_________.

_________.

_________.

_________.

SHORTICQ

Survey of Contractors Organization, Accounting System and System of
Internal Controls (Contractors Having Between $5 and $70 Million ADV)

Version 2.2
1 October 1998

Defense Contract Audit Agency
Survey of Contractor's Organization, Accounting System and System of Internal Controls Contractors

Having Between $5 and $70 Million CCFY Dollars

Part A -- Basic Organization

______________
(Date Prepared)

______________
(Auditor)

1. Contractor's Name ______________________________________________1.  

2. Address _________________________________ Telephone _____________2.  

3. Type of Organization:

(a) ð Corporation1.  

(1) ð Closely Held, ð Family, ð Publicly Held
(2) Listed on ________________________________ Stock Exchange
(3) Stock Issued

Total Shares of Stock Issued: __________________________1.  

Major Stockholders and Number of Shares ________________
___________________________________________________
___________________________________________________

2.  

Shares of Stock Held by Officers of the Corporation _________
___________________________________________________

3.  

2.  

(b) ð Partnership

(1) Partners' Names ______________________________________1.  

3.  

3.  
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____________________________________________________

(2) Basis for Distribution of Profits and the Amount of Profit ______
____________________________________________________

2.  

Sharing for Each Partner ________________________________
____________________________________________________

3.  

(c) ð Division of ______________________________________________4.  

(d) ð Recent Business Combinations, e.g., Mergers, Acquisition, Divestiture
_________________________________________________________

5.  

(e) ð Other __________________________________________________
_________________________________________________________

6.  

4. Incorporated in State of __________________________________________4.  

5. Date of Incorporation ____________________________________________5.  

6. Division of Plants __________________ W/P Ref. _________________6.  

7. Type of Operation:
Specify
____ Manufacturing ____ Service ____ Construction ____ Other W/P Ref. ____

7.  

8. Products Manufactured or Services __________________________________
_______________________________________________________________
_______________________________________________________________

8.  

9. Is any portion of this division's records maintained at other locations?9.  

(Identify location(s) and cognizant audit office(s). Include corporate HQ)
_______________________________________________________________
_______________________________________________________________

10.  

10. Number of Direct Employees _________ Indirect _________11.  

11. Annual Sales Volume (All Years Since Last Update) $: _____ FYE: _______12.  

12. Breakdown of Sales -- % or $ (Most Recent Complete FY)13.  

Total Sales Government Sales
Commercial _________________ CPFF/AF _________________
DoD ______________________ FFP _____________________
NASA _____________________ FPIF/AF _________________
FMS ______________________ TM _____________________
Other Gov't _________________ Other ___________________
Total _______________________ Total ___________________

13. Plant and Facilities _____ Owned _____ Leased _____ Other Specify ______1.  

14. If leased, is there any relationship between the lessee and lessor?2.  

15. Physical Layout: No. Bldgs. _______________ Floor Space ____________3.  

16. Approximate Ratio of Floor Space Used for:

Mfg. Operations ___________________________________________1.  

Administration ____________________________________________2.  

Other (Specify) ___________________________________________3.  

4.  

17. Value of Fixed Plant Investment ___________________________________5.  

18. Value of Government Owned Facilities ______________________________6.  
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19. Outside Auditors _______________________________________________7.  

20. Services by Outside Auditors _____________________________________8.  

21. If internal auditors have performed reviews of internal controls, review their
working papers for the purpose of modifying the scope of our review.

9.  

22. Any indication of financial instability? ______________________________10.  

23. Any history of questionable practices? ______________________________11.  

24. Names and titles of Principal Executives, Timed Devoted to Business and Salary12.  

Name Title % of Time Salary
__________ __________ __________ __________
__________ __________ __________ __________
__________ __________ __________ __________

25. Obtain organization chart W/P Ref.

Accounting Profile
26. Accounting Period ______________________________________________1.  

27. Obtain Charts of Accounts W/P Ref.

28.

Flow Chart or provide narrative description of
contractor's accounting system, i.e., (a) books of
original entry, (b) ledgers -- general and subsidiary,
(c) any statistical and/or supporting records

W/P Ref.

29.

If contractor is required to file a CAS D/S (see FAR
30.202), obtain copy of Disclosure Statement or
verify that one on file is most current. (Obtain
revisions or complete revised D/S as applicable.)

W/P Ref.

30.
If contractor is publicly held obtain copy of SEC
Form 10K and/or a copy of published statement.

W/P Ref.

31.
Obtain listing of all financial and managerial reports
(manual or computerized)

W/P Ref.

32. Identify each indirect expense pool and reference its base description in the CAS Disclosure Statement
(or describe the allocation basis for each indirect expense pool.)

a. ____________________________________________________1.  

b. ____________________________________________________2.  

c. ____________________________________________________3.  

d. ____________________________________________________4.  

e. ____________________________________________________5.  

f. ____________________________________________________6.  

g. ____________________________________________________7.  

1.  

33. Are Policies and Procedures in writing?
ð Yes ð No W/P Ref. _____________________________________

2.  

If so, list them below and indicate where located:3.  

Description and/or Title Location
a. Personnel Policies and Procedures ___________________________
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b. Accounting Policies and Procedures ___________________________
c. ___________________________ ___________________________
d. ___________________________ ___________________________
e. ___________________________ ___________________________
f. ___________________________ ___________________________
g. ___________________________ ___________________________

34. Inquire about contractor Year 2000 (Y2K) remediation efforts. Y2K information
may also be available in the contractor's 10-K or 10-Q reports filed with the SEC
(see item 30 above). Additional supporting data may be available in contractor:

Y2K surveys in which the contractor participated (surveys from financial
institutions, industry associations, higher tier prime contractors, government
customers, etc.);

1.  

Internal audit department reports of Y2K readiness/compliance; and2.  

Y2K remediation plans, capital investment plans, and budgets.3.  

1.  

Yes No N/A W/P Ref.

Part B -- Accounting System General
1. Are the cost accounting records reconciled to/
controlled by the general accounting system?

1.  

2. If the contractor has in-house ADP capability, is
there evidence of adequate data processing controls?

2.  

3. Is there evidence of an adequate budgetary control
system? (CAM 5.5)

3.  

4. Has a Financial Responsibility Survey or similar
review (CAM 5-202.1 and 14-300) been performed
within the last two years?

4.  

5. On a separate sheet, list all accounting and estimating
system deficiencies identified in prior reviews, to at
least the following level of detail: Work package and
W/P Ref; Description; Possible Impact (major, minor,
immaterial); Follow-up Action.

5.  

Does review of internally/externally generated reports
on internal controls (A.20) and prior DCAA reviews
indicate adequate follow-up on weaknesses disclosed?

6.  

6. Does the contractor have procedures for assessing the
risk due to fraud, the risk factors considered, and the
specific controls that may mitigate the risks
(CAM 4-702)?

7.  

7. Consider the implications of Y2K issues on the
contractor's system of internal controls.

8.  

Yes No N/A W/P Ref.

Part C -- Labor
1. Note work package and completion date of last prior
labor interview or floorcheck review and insert a copy

1.  
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of the summary W/P in this file. Have noted
deficiencies been corrected?

2. Does the contractor regularly reconcile the payroll to
the labor distribution?

2.  

3. Do over half of the direct employees work on more
than one type of contract? (Cost-type and other;
government and commercial, etc.)

3.  

4. Is there adequate IR&D/B&P Control? (For example,
there should be no evidence that IR&D/BP costs may
have been shifted to overhead or GA during the latter
part of the CFY.)

4.  

5. Is the labor charging pattern consistent? (For example,
there should be no evidence of a shift to indirect
charging as a contract ceiling is approached.)

5.  

6. Does the contractor maintain employee awareness
training program(s) (CAM 6-404.4c)? If so, attach a
brief summary.

6.  

Yes No N/A W/P Ref.

Part D -- Material
1. Are materials purchases based on requisitions?1.  

2. Are receiving reports completed and matched
independently of person preparing checks?

2.  

3. Is physical inventory accountability separated from
record keeping?

3.  

4. Note work package and completion date of last prior
review verifying physical existence of inventory
_______ and insert a copy of the summary working
paper in this file. Were noted exceptions corrected?

4.  

Yes No N/A W/P Ref.

Part E -- Overhead
1. Does contractor use work orders for internal projects
and other special accumulations?

1.  

2. Does contractor segregate unallowable costs?
(FAR 31.201-6; DAR 15-201.6)

2.  

3. Do the contractor's accounting procedures provide
for consistency of charging; i.e., that items of the
same nature as those charged direct are not included
in the overhead pools? (FAR 31.202 and 303;
DAR 15-202 and 203.)

3.  

4. On a separate sheet, identify significant audit
exceptions in the last prior audit indirect cost pools.
(Use the indirect expense questioned summary W/P if
possible.) Is it likely that the contractor will screen the
accounts and exclude similar items from subsequent

4.  
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audits?

5. Does the MAAR #15 reconciliation disclose either
poor correlation between bases and pools or a steady
increase in indirect rates?

5.  

6. If a business combination has taken place, has the
contractor:

a. Made credit adjustments for the gains arising
from the disposition of assets (CAM 7-1705.6)?

1.  

b. Identified unallowable depreciation and cost of
money in excess of the amounts calculated based
on the acquired company's net book value of
the assets (7-1705.7)?

2.  

6.  

SHORTVAP

Vulnerability Assessment Procedure (Contractors Having Between $5 and $
70 Million ADV)

Version 2.0
29 December 1995

Defense Contract Audit Agency
Vulnerability Assessment Procedures (Contractors Having Between $5 and $70 Million CCFY Dollars)

Contractor Name ______________________________________ I.D. No. ________

Date Prepared _____ CFY(s) _____ Auditor ________________ Supervisor ______________

Reviewed and updated for preparation of FY _____ Requirements Plan. Supv. Init. _____ Date ______

Instructions: Circle the amount in the last column which corresponds to the ICQ or other data for the contractor.
Note that for elements 6 and 8 only more than one of the elements may apply; all other questions contain mutually
exclusive responses. The total of amounts circled is a percentage adjustment to the hours which would be budgeted
for a contractor with an acceptable system and only minor deficiencies noted in other reviews. This analysis should
be used to support the estimated hours in the Requirements Plan, and the identified areas of risk should be given
additional emphasis when finalizing the audit program. Note that a contractor having unusually effective internal
controls may require a negative adjustment.

Rating Element
ICQ
REF.

Percent
ADJ.

1. Period since last incurred cost audit:
One year.
Two years.
Three years.
Over three years or never reviewed.

N/A
_(5)
__-
__5
_10
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2. Scope of audit performed on last incurred cost audit:
In-depth review (allowability, allocability and
reasonableness, including MAARs.):
Selective review of sensitive accounts (primarily
allowability and some MAARs.)
Reconciliations only.
Desk review/Never reviewed/Unknown.

N/A
_(5)

__-
__5
_10

3. Financial condition:
Excellent
Good
Average or unknown
Poor

B.4
_(3)
_(1)
__-
__5

4. Internal accounting control deficiencies noted in last review:
None (adequate) or deficiencies corrected.
Minor deficiencies.
Over three years, or never reviewed.
Major deficiencies.

B.5
_(2)
__-
__2
_10

5. Timekeeping system deficiencies noted in last review:
None (adequate) or deficiencies corrected.
Minor deficiencies.
Over three years, or never reviewed.
Major deficiencies.

C.1
_(2)
__-
__5
_15

6. Other elements of risk of labor mischarging:
Less than half of the direct employees work on more than
one type of contract.
At least half of the direct employees work on more than one
type of contract.
There is evidence of possible labor transfers on overrun
contracts.
There is evidence of potential BP/IR&D manipulation.

C.3

C.3

C.4
C.5

_(5)

__-

_10
__5

7. Materials controls:
Materials controls are generally adequate or contractor has
no direct materials.
Materials controls review disclosed only minor exceptions.
Materials controls have not been reviewed within the last
three years.
Materials controls review disclosed major weaknesses.

D.1-4
_(5)
__-

__5
_10

8. Indirect expense controls:
Contractor does not use work authorizations to control
internal projects.
Contractor does not segregate unallowable costs.
A pattern of CAS 402 (DAR 15-202, FAR 31.202)
noncompliance has been observed at this location.
The budgetary control system does not appear to be adequate
to minimize the risk of cost growth.

E.1
E.2

E.3

B.3

__5
__2

__5

__2
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9. Cost exceptions or expressly unallowable costs found during prior
incurred cost audits or proposal reviews:
None
Some, none significant
Not reviewed within the past three years.
Significant

E.4
_(5)
__-
__2
__5

10. Adverse trends in indirect rates noted during prior audits or
proposal reviews:
None (adequate)
Minor exceptions
Never reviewed
Major exceptions

E.5
_(1)
__-
__1
__5

Total   ====

QA-CKLST

Audit Report Quality Review Sheet

Version 4.2
1 July 1999

Audit Report Quality Review Sheet
for Audit Reports of All Types

Audit Report No. ________________
and Date
_______________________

Reviewer _______________________
Date Reviewed
__________________

 

Please follow this procedure:

1. Complete all applicable questions. No blanks.

2. Review the referenced CAM guidance when completing the question.

3. Include a brief explanation at the end of the sheet for items with a "no" response.

4.
Semiannual reporting periods end June 30 and Dec. 31. Compiled regional data is due to HQ, Attn: PAS
on July 31 and Jan. 31.

 

1. Is the draft report cross-referenced to the working papers? yes no na

2.
Does the audit report cover sheet contain the minimum cover sheet requirements? (CAM
10-205 and Figure 10-2-1)

yes no

3. Does the "Subject of Audit" describe the assignment objectives? (CAM 10-210.1) yes no

OR
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a.
Audit of Specified Cost Elements
Does the "Subject of Audit" paragraph describe the cost
elements the audit was limited to? (CAM 10-305.1)

yes no

OR

b.

Application of Agreed-Upon Procedures
Does the "Subject of Application of Agreed-Upon Procedures"
paragraph describe the work performed and omit the paragraph
regarding responsibility since an audit is not being performed?
(CAM 10-306.1)

yes no

4.
Does the "Subject" section refer to the functional area or specific submission being
audited/reviewed? (CAM 10-210.1a)

yes no

5.
Does the "Scope of Audit" paragraph state the audit was performed in accordance with
generally accepted government auditing standards, and if the report is qualified, start the
paragraph with "except for"? (CAM 10-210.3)

yes no

OR

a.

Audit of Specified Cost Elements
Does the "Scope of Audit" paragraph state the limitations of
our audit and that our audit was performed in accordance with
generally accepted government auditing standards using the
suggested language in CAM 10-305.3?

yes no

b.

Application of Agreed-Upon Procedures
Does the "Application of Agreed-Upon Procedures" paragraph
state that the evaluation was performed in accordance with
generally accepted government auditing standards and also
state, "The sufficiency of the procedures is solely the
responsibility of the requester. Consequently DCAA makes no
representation regarding the sufficiency of the procedures
described below, either for the purpose for which this report has
been requested or for any other purpose."? (CAM 10-306.3)

yes no

c.

Cost Realism Reviews
Does the report clearly indicate that the proposed costs were
specifically reviewed for reasonableness and possible
understatement? (CAM 10-306.5)

yes no

6.
Does the "Scope of Audit" paragraph identify the criteria (FAR, DFAR, CAS,
contractor's policies) against which the contractor's submission was measured? (CAM
10-210.3)

yes no

OR

Scope of Application of Agreed-Upon Procedures -- Is the traditional paragraph language
regarding the evaluation criteria omitted since an audit is not being performed? (CAM
10-306.3)

yes no

7.
Does the last paragraph of the scope statement provide information on how the
contractor's internal control systems affected the scope of audit? (CAM 10-210.3d)
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Note:

For functional reports, either
operations or internal control audits,
the scope paragraph should discuss
the work performed to review
internal controls Not the status of the
internal controls. (CAM 10-407)

yes no na

8.
Does the "Scope of Audit" paragraph discuss the impact of the current assessment of
control risk on the audit scope?
NOTE: "NA" is available only for functional reports.

yes no na

OR

Application of Agreed-Upon Procedures
[Scope of Application of Agreed-Upon Procedures] Is the traditional paragraph language
regarding the impact of the control risk assessment omitted since an audit is not being
performed? (CAM 10-306.3)

yes no

9.
Does the "Qualifications" paragraph summarize the adverse conditions having a
significant impact on the conduct or audit scope and reference the detailed explanation of
the impact on the audit results? (CAM 10-210.4)

yes no na

Note:

For agreed-upon procedures
evaluations, qualified opinions will
not be rendered, therefore the report
may not be qualified. (CAM
10-306.4)

10.
Does the "Results of Audit" paragraph express or disclaim an overall audit opinion?
(CAM 10-210.5)

yes no

Note:
If the report includes a qualification
within the scope of audit, the audit
opinion must be qualified.

OR

a.

Audit of Specified Cost Elements
Does the paragraph begin with the expression of an opinion for
the specified cost elements audited, and does the paragraph
disclaim an opinion on the proposal as a whole because the
audit was limited to specific cost elements? (CAM 10-305.4)

yes no

Note:
Must include both elements for a
"yes" response.

OR

b.

Application of Agreed-Upon Procedures
Does the "Results of Application of Agreed-Upon Procedures"
paragraph disclaim an opinion, i.e. the auditor does not express
an opinion and does not provide negative assurance and include
the statement that had we performed additional procedures,
other matters might have come to our attention that would have
been reported to you? (CAM 10-306.4)

yes no
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Note:
Must include both elements for a
"yes" response.

OR

c.
Cost Realism Reviews
Does the "Results of Application of Agreed-Upon Procedures"
paragraph disclaim an opinion? (CAM 10-306.4b)

yes no

11. Estimating/Purchasing System Reports Continue, If Not Skip To Q 14.

Does the "Results of Audit" section suggest areas to be emphasized by government
procurement and contract administration personnel reviewing and negotiating individual
pricing proposals? (CAM 5-1216b)

yes no na

12.
In an estimating system or purchasing system review where significant deficiencies are
reported, does the report include statements of condition and recommendations to
adequately explain deficiencies? (CAM 10-408a(2)(a) and 10-409)

yes no na

13.
In an estimating system or purchasing system review where significant deficiencies are
reported, does the "Results of Audit" section recommend all or part of the contractor's
system be disapproved? (CAM 10-408a(2)(d))

yes no na

14. Economy/Efficiency Reviews Continue, If Not, Skip To Q 16.

If the "Results of Audit" paragraph has recommended operational improvements, does the
report include statements of condition and recommendations, which follow the six element
outline, to adequately explain the deficiencies and any recommended operational
improvements? (CAM 10-409)

yes no na

15.
Does the "Contractor Organization and Systems" section identify and provide the status of
the contractor's corrective actions for recommendations made in the same area in prior
audits? (CAM 10-410c and e)

yes no na

16. All assignments, continue.

Does the "Results of Audit" section address the audit objectives and provide explanation
for the results and recommendation? (CAM 10-210.5)

yes no

Application of Agreed-Upon Procedures/Cost Realism Reviews
Does the "Results of Application of Agreed-Upon Procedures" address the procedures
requested and provide an adequate explanation for the results and recommendations?

yes no

17.
Do the "Results of Audit" explanatory notes meet the structure and content criteria
contained in CAM 10-210.6?

yes no na

Note:

If performing a Cost Realism Review and
significant rates or costs are found to be underbid,
it is appropriate to include an exhibit that depicts
negative questioned rates or costs. (CAM
10-306.5a)

18. Incurred Costs Audits Reports Continue, If Not Skip To Q 23.

Does the "Results of Audit" section contain all exhibits and supporting schedules required
for a clear, complete presentation of the audit results? (CAM 10-504.5d)

yes no na
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19.
Does the results of audit section include a schedule showing the extent of government
participation in the contractor's indirect expense allocation bases? (CAM 10-504.5d)

yes no na

20.
Does the results of audit section include a listing of all auditable contracts and subcontracts
for the fiscal year under review and designate those to which advance agreements, special
provisions or the penalty clause apply? (CAM 10-504.5d(7))

yes no na

21.
If the penalty clause (CAM 6-609) applies, does the audit results paragraph report on the
questioned indirect costs subject to the penalty? (CAM 10-504.5c)

yes no na

22.
If the penalty clause (CAM 6-609) applies, does the report have a separate exhibit or
schedule identifying questioned costs within pools by penalty class, amount, and percent of
base? (CAM 10-504.5d(6) and Figures 10-5-1 and 10-5-2)

yes no na

23. Defective Pricing Reports Continue, If Not Skip To Q 30.

Are significant certified offsets clearly identified through the use of explanatory notes or
references to appropriate exhibits, schedules and appendices? (CAM 10-606.5d)

yes no na

24.
In those instances where the contractor refused to provide offset certification for contracts
entered into on or after 15 February 1987, does the report include both:

a.
A statement that we have not included the claimed offset(s) in our
audit and accordingly we do not express an opinion on the
claimed offset; and

b.
Identify coordination with the contracting officer attempting to
obtain offset certification? (CAM 10-606.5d)

yes no na

25.
Does the "Results of Audit" section refer to coordination with the PCO or PCO's
representative during the course of the audit? (CAM 10-606.7)

yes no na

26.
Does the "Results of Audit" section refer to coordination with the contractor during the
course of audit and include a summary of the contractor's response to the audit position?
(CAM 10-606.7b)

yes no na

27.
Does the "Results of Audit" section include a statement that draft notes on the audit
position were provided and discussed with the PCO/ACO and contractor? (CAM
10-606.7a)

yes no na

28.
Are recommended price adjustments adequately described, including structured notes that
address the five points for establishing defective pricing? (CAM 14-123 and CAM
10-606.5c)

yes no na

29.

Does the "Results of Audit" paragraph state that the government sustained a loss in the
form of interest on overpayments on price adjustments recommended on DoD contracts
awarded after 7 November 1985 and non-DoD contracts awarded after 22 January 1991?
(CAM 10-606.5 e and f)

yes no na

30. Cost Accounting Standards Reports Continue, If Not Skip To Q 36.

Initial/Revised Adequacy and Compliance of Disclosure Statement Report

[Results of Audit -- Disclosure Statement Considered Inadequate]
Does the "Results of Audit" section provide description of each deficiency by disclosure
statement item (Statement of Condition and Recommendation with contractor's comments)
to permit a thorough understanding of the situation. (CAM 10-804.5c)

yes no na
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31.
If the "Results of Audit" states that the Disclosure Statement is considered inadequate,
does the section include a recommendation for corrective action? (CAM 10-804.5c, CAM
10-806.5d and CAM 10-807.6b)

yes no na

32.

Does the "Results of Audit" section provide a sufficient identification and description of
the noncompliance (Statement of Condition and Recommendation) to permit a thorough
understanding of the situation including the specific CAS or FAR provision violated?
(CAM 10-806.5d)

yes no na

33.

For audits with no instances of noncompliance, does the "Results of Audit" section include
the required language which states, "However, instances of noncompliance not detected in
this audit may be discovered during our continuous audit of the contractor's cost
accounting practices during the performance of contracts."? (CAM 10-805.4 and
10-807.6a(1))

yes no na

34.
[Statement of Changes] Does the "Results of Audit" section present a description of the
changes, and the effective date of the changes? (CAM 10-807.5)

yes no na

35.
If there is a potential for material cost impact, does the "Results of Audit" section
recommend the contracting officer obtain a cost impact proposal? (CAM 10-807.6c)

yes no na

36. All assignments, continue.

Does the "Results of Audit" section provide details on the exit conference to include a
description of the contractor's reaction to the audit findings or refer to where the
contractor's reaction is discussed? (Are the date held and the name and title of the
contractor's designated representative included?) (CAM 4-304 and 10-210.5)

yes no

37.
If appropriate, does the "Executive Summary" paragraph summarize the audit results and
the significant issues?

yes no na

38.
If required, does the "Contractor Organization and Systems" section provide information
on the contractor's organization and systems or refer to a prior report or other
correspondence where information was provided? (CAM 10-210.7)

yes no na

Note:
CACS do not require a "Contractor Organization
and Systems" section.

39.
Does the signature page contain the appropriate points of contact and telephone numbers,
including the PLA contact, if applicable? (CAM 10-211, Figure 10-2-3, and CAM 15-308
(PLA requirements))

yes no

40.
Are the appropriate restrictions on release of the audit report and any attachments
(subcontracts, technical evaluation) included on the "Audit Report Distribution and
Restrictions" page? (CAM 10-212 and Figure 10-2-4)

yes no

Notes:

i.

Audit reports, which include proposal audits and
other forecasted costs, are not provided to the
contractor unless authorized by the contracting
officer. These reports will contain Restriction 3
from CAM Figure 10-2-4 related to DCAA having
no objection to the release of the audit report.

ii.

Reports of a privileged and sensitive nature or
which make reference to suspected irregular
conduct or referral for investigation will not be
provided to the contractor.
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iii.

All other reports (except those discussed in a. and
b. above) will show the contractor as recipient of
the report through the contracting officer. If
DCMC is not performing a price analysis, the
original report should be sent directly to the buying
activity with a copy furnished to the local DCMC
office. Final reports provided to the contractor
through the contracting officer should omit the
third paragraph shown in CAM Figure 10-2-4.

iv.
Restrictions 1, 2, and 4 in CAM Figure 10-2-4 are
mandatory for inclusion in all audit reports.

v.
Restriction 4 is modified in agreed-upon
procedures reports. (CAM 10-306.4e)

OR

Application of Agreed Upon Procedures
Are the appropriate restrictions on release on the report included on this page? (CAM
10-212, Figure 10-2-4 and 10-306.4e)

yes no

Note:

Audit reports which include forecasted costs are
not provided to the contractor unless authorized by
the contracting officer. These reports will contain
Restriction 3 from CAM Figure 10-2-4 and should
be modified to eliminate any reference to audit.

41. Is the report free of all spelling errors and professional in appearance? (CAM 10-203) yes no

Note:
Agreed-Upon Procedures should exclude all
references to "Audit".

42.
Is the report free of mathematical errors? (Do numbers foot and cross foot; can amounts be
traced from executive summary and results of audit to exhibits and explanatory notes, etc.)

yes no na

43. Is every identified or required appendix, enclosure and attachment included in the report? yes no na

44. Incurred Costs Audits Reports Continue, If Not Skip To Q 47.

[Appendixes -- Disagreement on Audit Determined Rates] Does the report include a
DCAA Form 1 with detailed explanations to permit the contracting officer to obtain a
thorough understanding of the issues involved, including an appendix incorporating the
contractor's written response to our audit findings and recommendations? (CAM
6-905.1a(8), 6-905.2a(2), 10-504.5e(1) and 10-505.3)

yes no na

45.
[Appendixes -- Agreement on Audit Determined Rates] Is a signed Indirect Cost Rate
Agreement attached to the report? (CAM 6-708.2 and CAM 10-505.3)

yes no na

46.
[Appendixes] Is the Certificate of Final Indirect Cost attached to the report? (CAM 6-707.1
and CAM 10-505.3)

yes no na

47. All assignments, continued.

Based on your overall review of this report should the report have been issued? yes no

Total number of review Elements applicable to this report [b+c]: _________(a)

Total number of Elements with a No answer: _________(b)

Total number of Elements with a Yes answer: _________(c)

DCAA Audit Programs; 1 July 1999

http://web.deskbook.osd.mil/reflib/DDCAA/0048Z/088/0048Z088DOC.HTM (55 of 56) [11/19/1999 3:37:16 PM]



Checklist Score (CS) [(c/a) x 100]: ___________

If no, briefly describe the major deficiencies.
Provide a concise comment on each review item with a No answer.

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

_________________________________________________________________________

Open this portion of the document in Word (168.5 KB)
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